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Accountancy and the War 
Apvisory ACCOUNTANCY PANEL 


The Department of Supply and Development was established by 
the Commonwealth Parliament in June, 1939, by the passage of 
the Supply and Development Act. 

One of the major items of policy initiated by this new Department 
was provision for the manufacture of munitions by private enter- 
prise. The general scheme was for the manufacture to be carried 
out in Annexes to the existing establishments of selected industrial 
organizations. Manufacture was planned on the basis of an 
experimental or “trial order” to ensure that the equipment of these 
Annexes was complete for the intended purposes; and after the 
“trial order” had been completed the plants were to be shut down, 
but capable of being brought into production in the event of a 
national emergency. 

An Advisory Accountancy Panel, comprising E. V. Nixon, 
C.M.G., F.C.A. (Aust.) (Chairman); S. W. Griffith, F.I.C.A., 
F.C.1.S.; T. D. Hadley, F.1I.C.A., F.C.A.A.; D. J. Nolan, A.M.LE, 
(Aust.), F.IL.C.A., F.C.A.A.; and L. A. Schumer, F.I.C.A., 
F.C.A.A., was appointed in June, 1939, by the Prime Minister to 
advise the Government on schemes for costing and profit control 
in the production of munitions by private industry. Munitions has 
a wide definition under the Supply and Development Act. 

Within two months the Panel presented its first report to the 
Minister of Supply and Development and this report was tabled 
in Parliament. It dealt with the procedure appropriate for cost and 
profit control on both a peace and war-time basis. However, early 
in September a national emergency did arise which necessitated 
some alteration of the original plans. In this regard the Panel made 
a special report to the Government, providing for the changed and 
urgent circumstances. The Panel’s advice has also been sought on 
checks and controls for many activities other than the Annexes, 
such as ship-building, aircraft manufacture, Contract Board func- 
tions and Government factories. 

Upon the constitution of the Department of Defence Co-ordina- 
tion after the outbreak of war the scope of the Accountancy Panel 
was enlarged to embrace what may be termed a close liaison with 
the Business Board (of which the chairman of the Panel is a 
member) in relation to questions of accounting systems and costing 
methods. 

The foregoing brief review indicates that the Advisory Account- 
ancy Panel has been able to render the Government worthwhile 
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service, and it appears capable of contributing further assistance to 
Australia’s war effort. 

Obviously a large portion of the work of the Panel is not 
available for public information because of its confidential nature. 
Through the courtesy of the Department of Supply and Develop- 
ment we are enabled to make available to the profession informa- 
tion dealing with the general principles relating to the determination 
of costs, particularly so far as they apply to that form of contracting 
known as the “cost-plus” contract, whether such contracts involve 
“cost-plus” with an agreed profit margin, “cost-plus” with a 
maximum price or “cost-plus” with a “target price” and provision 
for “incentive.” 

The principles enunciated by the Panel and adopted by the 
Department in this respect are to be seen from the following :— 


1. The payment to be made to the Contractor for the performance of the 
Contract shall be the sum of— 


(a) Production Cost as herein defined, and 
(b) A fair and reasonable profit to be agreed upon by the Contractor 
and the Commonwealth after taking into consideration— 


(i) the specialised knowledge required and the novelty of the 
work; 

(ii) the amount of capital expended by the Contractor in fixed 
plant ; 

(iii) the amount of working capital necessary for the performance 
of the contract; 

(iv) the extent to which the normal operations of the business may 
be dislocated by the performance of the contract, and 

(v) the extent of sub-contracting. 


Provided, however, that if the Commonwealth and the Contractor agree 
on a maximum Production Cost then— 


(a) in the event of the Production Cost exceeding the agreed maximum 
Production Cost the Contractor shall be allowed not more than the 
agreed maximum Production Cost, together with the fair and 
reasonable profit as provided for herein; or, 

(b) in the event of the actual Production Cost being less than the agreed 
maximum Production cost the saving resulting thereby shall be 
shared between the Commonwealth and the Contractor in agreed 
proportions. 


Provided further that if during the period in which the contract is per- 
formed there is any variation in rates of wages and/or conditions of 
employment and/or prices of commodities or services required for the 
performance of the Contract the agreed maximum Production Cost shall be 
adjusted accordingly. 

2. “Production Cost” shall mean all expenses losses and outgoings of the 
Contractor including remuneration of employees for personal service, cost of 
commodities consumed, cost of services purchased, taxes, rates and loss 
in the productive value of plant and other property to the extent that such 
expenses losses and outgoings can be identified unmistakably with, or are 
fairly attributable to the performance of the Contract provided, however, 
that such expenses losses and outgoings shall be reduced by— 


(a) crediting to the expenditure to which such relate, all cash discounts, 
trade discounts, rebates, commissions and price reductions of any 
kind received or receivable by the Contractor ; 

(b) crediting the proceeds of sales of any secondary products resulting 
from manufacture and of any material wasted, scrapped, spoiled, 
or otherwise discarded in the processes of manufacture, and the 
value of any such products and materials otherwise utilised by the 

Contractor. 

























e to 


not 
‘ure. 
‘lop- 
‘ma- 
tion 
ting 
olve 
ha 


sion 
the 


f the 


actor 


the 
fixed 
lance 


may 


igree 


mum 
1 the 
and 


rreed 
il be 
rreed 


per- 
s of 

the 
ll be 


f the 
st of 
loss 
such 
’ are 
ever, 


unts, 
any 


Iting 
riled, 

the 
r the 





1940 








THE AUSTRALIAN ACCOUNTANT 





355 





(c) excluding the following— 

(i) taxes, however described, assessed on income; and any expense 
incurred in controversies concerning those taxes; 

(ii) remuneration of directors, officers and other employees to the 
extent that such exceeds amounts which are reasonable, taking 
into consideration the size and character of the business, the 
nature of the services rendered and the remuneration usually 
paid for such services in businesses of a similar nature; 

(iii) interest on the Contractor’s own capital; 

(iv) interest on borrowed money and/or expense incurred for the 
use of money; 

(v) premiums for insurance against loss of profits and for the 
protection of income; 

(vi) premium for insurance on the lives of directors and/or officers 
and/or other employees for the benefit of the Contractor ; 

(vii) contributions to charitable institutions and/or institutions for 
promoting social welfare unless such are specifically approved 
by the Commonwealth ; 

(viii) all depreciation, rates, taxes, insurance and expenses of 
protecting and maintaining plant and other property which is 
not used for, or in relation to, the business of the Contractor ; 

(ix) any provision for loss in the productive value of plant and 
any other property, or for any other contingency, to the 
extent that such loss in value or contingency is beyond 
reasonable expectation ; 

(x) losses resulting from the sale, destruction or retirement from 
use of capital assets; 

(xi) voluntary payments for the benefit of employees through 
insurance, superannuation or other welfare scheme unless 
specifically approved by the Commonwealth; 

(xii) expense incurred in connection with actual or proposed 
incorporation amalgamation or re-organisation of capital; 

(xiii) contributions to trade associations unless specifically approved 
by the Commonwealth; 

(xiv) premiums for insurance against risks which are not cus- 
tomarily covered by insurance; 

(xv) premiums for insurance against risks which are customarily 
covered by insurance when the Commonwealth agrees to 
accept the liability for any damage or loss arising from those 
risks; 

(xvi) any expense which the Commonwealth arranges to pay as a 
separate transaction ; 

(xvii) any expense of which the Contractor voluntarily waives 
recoupment from the Commonwealth; 

(xviii) any payment or credit to subsidiary, associated or allied firms 
or companies to the extent that it exceeds an amount which is 
fair and reasonable; 

(xix) any expense to the extent that it could have been avoided or 
reduced by the exercise of reasonable and usual care and 
diligence or the calling of competitive tenders by the 
Contractor ; 

(xx) royalties or other payments made for the use of patents and/or 
secret processes and/or formule unless such royalties and/or 
payments are specifically approved by the Commonwealth. 


3. (a) The Contractor shall keep separate accounts for and shall allocate a 
separate job number or numbers for the work to be performed under 
the contract and the job number or numbers shall appear clearly in 
all accounts, invoices, records, or other documents relating to the 
Contract. 

(b) The Contractor shall afford all necessary facilities for the examina- 
tion of its books, accounts, records and documents by any Officer or 
Officers of the Commonwealth appointed for that purpose and shall 
furnish to such Officer or Officers such evidence as may be required 
to prove the correctness or otherwise of any claim or claims made 

under this Contract. 
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(c) It shall be open to the Commonwealth to criticise the Contractor’s 
methods of accounting or internal check and the principles which 
may be adopted in fixing rates for remuneration of employees and 
systems of payment for and issue of materials and stores and the 
Contractor shall modify such methods, internal check, principles and 
systems from time to time as the Commonwealth may require. 

(d) The Commonwealth may require the Contractor to furnish state- 
ments of Production Cost in any detail and to show separately in 
such statements— 

(i) payments to employees by way of bonuses, special allowances 
and overtime ; 

(ii) payments to subsidiary, associated or allied firms and/or 
companies; and 

(iii) payments to “sub-contractors” so-called ; 

and the Commonwealth may also require the Contractor to likewise 

show— 

(iv) Direct Material Cost which shat! mean that part of production 
cost as defined representing the cost of Material and Supplies 
to the extent that such cost can be identified unmistakably 
and conveniently with the performance of the contract, 

(v) Direct Labour Cost which shall mean that part of Production 
Cost as defined representing the remuneration of employees 
for personal service to the extent that such remuneration can 
be identified unmistakably and conveniently with the perform- 
ance of the contract, 

(vi) Direct Expense which shall mean that part of Production Cost 
as defined representing the cost of services purchased by the 
Contractor to the extent that the cost of such services can 
be identified unmistakably and conveniently with the perform- 
ance of the Contract, and 

(vii) Overhead Expense which shall mean all Production Cost as 
defined other than Direct Material Cost, Direct Labour Cost, 
and Direct Expense as defined. 

Provided, however, that the Contractor may charge costs to 
the contract as “direct” or as “overhead expenses” in accord- 
ance with the methods of cost accounting usually adopted by 
the Contractor, provided that costs are not charged as “direct” 
in relation to the performance of the Contract, when similar 
costs for other work done by the Contractor are otherwise 
charged. 

(e) All books, accounts, records and documents, pertaining to the 
Contract shall be preserved by ,the Contractor at its expense readily 
available for inspection on behalf of the Commonwealth until at 
least (2) two years have elapsed after the final settlement of 
amounts due under the contract. 

4. Any contract made by the Contractor with a “sub-Contractor” so-called 
shall provide that— 

(a) the price to be paid may be subject to revision by the Commonwealth 
and may be assessed on the basis set out in paragraph 2 so far as 
it may be applicable; and 

(b) the Sub-Contractor may be required to conform to the provision 
of paragraph 3 to the same extent as the Contractor. 


EMPLOYMENT OF CONTRACTOR'S AUDITOR 
The means by which the services of the Accountancy Profession 
may be utilised to relieve Departmental officers in the verification, 
under the varying types of these contracts, of costs which showed 
a tendency to increase and the Panel’s views on this aspect are 
expressed in one of their reports as follows :— 


The Panel has given consideration to means which might be adopted to 
assist the permanent officers of the Department engaged on this work. In 
its opinion it would be inexpedient to engage a number of temporary officers, 
firstly, because continuity of employment cannot be assured and, secondly, 
because there are good reasons why temporary officers should not be employed 
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for this purpose. It therefore considered how the services of the Auditor 
employed by the Contractor might be availed of. 

There would be many advantages if this could be done. The contractor’s 
auditor is familiar with the ramifications of his business. He is already 
engaged as a matter of routine in examining many of the details which form 
part of the contractor’s costs. His employment would, therefore, facilitate 
the prompt submission of cost statements, and reduce the cost of inspection 
both to the Commonwealth and the contractor. It may also reasonably be 
assumed that the contractor would prefer that the inspection be carried out 
by his own auditor rather than by an official inspector. 

In order clearly to determine the rights of the parties, it should be agreed 
by the contractor and his auditor that in undertaking the inspection of 
accounts of behalf of the Commonwealth the auditor is acting for the 
Commonwealth and not as the contractor’s auditor. If the contractor or his 
auditor consider that this position is not reconcilable with the duties of the 
auditor to his client, then the auditor should refuse to accept the engagement. 
If, however, he accepts the engagement, the fee should be arranged between 
the Commonwealth and the auditor and paid by the Commonwealth directly 
to the auditor on completion of the work or as otherwise agreed. 

It must be distinctly understood by the Contractor that the employment of 
his auditor does not affect or limit the right of the Commonwealth to appoint 
its own officers to examine the books and accounts of the Contractor at any 
time. 

Any arrangements between the Commonwealth and the Contractor’s 
auditor for this purpose should be subject to the following conditions :— 

1. That the auditor is acceptable to the Commonwealth. 

2. That the auditor shall examine every statement of costs submitted to 
the Commonwealth by the contractor, and in respect of each such 
statement shall report— 

(a) Whether or not the statement is in accordance with the books, 
accounts and documents of the contractor; 

(b) whether or not the statement has been prepared in accordance with 
the provisions of the contract; 

(c) whether or not all expenses or charges which are specifically 
excluded by the Contract jhave been excluded from the statement. 
Provided that where any expenses common to the work performed 
under the contract and the work performed by the contractor for 
others have been apportioned, the basis of such apportionment 
shall be set out in a schedule appended to the report; 

(d) whether or not all discounts, commissions, rebates and allowances 
of any kind to which the contractor is entitled have been duly 
claimed and credited against the corresponding expenditure and, 
if not, why not? 

(e) Upon any other matter in relation to the contract which in the 
opinion of the auditor should be brought to the notice of the 
Commonwealth. 

3. That the contractor and the contractor’s auditor shall both agree that 
while acting in this capacity, the auditor is acting for the Commonwealth and 
not as the contractor’s auditor. 





Book Reviews 





Australian Secretarial Practice and Manual of Company Law: 
R. K. Yorston and E. E. Fortescue: The Law Book Co. of 
Australasia Pty. Ltd.: Second Edition, 1940. Pp. xxiv + 
634, including Table of Cases and 42 pp. index. Price, 35/-. 

In his review of the first edition of this work in The Australian 

Accountant for December, 1936, at p. 408, Mr. John S. McInnes, 

himself an authority on the subject, expressed the opinion that 

it was “the best Australian work on secretarial practice and 
company law intended for directors, secretaries and accountants.” 

The second edition of the work is even better than the first. Many 
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chapters have been almost completely re-written to bring the 
treatment into line with recent developments, such as the Victorian 
Companies Act, 1938, and later legal decisions, and this edition 
contains nearly 200 pages more than the first edition. This 
growth in size is an interesting commentary on the growing 
complexity of secretarial practice and the ever-widening scope of 
knowledge of law and practice which the expert company secretary 
must have at his command. As in the first edition, the outstanding 
impression left on one’s mind by a perusal of the work is its 
essentially practical nature. Actual experience has been freely 
drawn upon and all aspects of the subject matter are illustrated by 
specimen forms used by some 30 Australian companies, from whom 
the authors have obtained permission to reproduce these forms. 

Necessarily much of the new matter in this edition relates to 
the new requirements under the Victorian Companies Act, 1938, 
particularly those relating to prospectuses, accounts and directors’ 
reports. It is gratifying to notice that the treatment of such 
matters is not confined to a mere recital or annotation of the new 
legislation. In the chapter dealing with Holding Companies, 
for example, careful attention has been given to the principles of 
consolidation of accounts of holding companies and subsidiaries. 
The principles enunciated—and the specimen of a consolidated 
“balance-sheet”—conform to the best practice, and attention is 
directed to certain features of consolidated accounts which, 
judging by some of the published accounts which have appeared, 
are not as well understood as they should be. The adjustments 
necessary in respect of reserves and accumulated profits at the 
date of acquisition by the holding company of shares in the 
subsidiary and the principle of consolidation of all assets and 
liabilities are cases in point. As to the last mentioned point, the 
authors express the view that the inclusion in the consolidated 
statement of “the proportion of each asset and liability according 
to the proportion of the holding company’s interest in the subsidiary 
to the total issued capital of the subsidiary company” is not 
considered preferable to the method of consolidation of all items. 
This is putting it mildly, to say the least of it. There can be no 
question that the method of consolidation of all items is the correct 
method. That issue was settled in U.S.A.—the home of holding 
companies—a generation ago. 

I can find no other peg in the book on which to hang criticism, 
captious or otherwise. It is an admirable work in every respect, 
and extraordinarily good value for its price. For their industry 
and care and for the shrewd advice to company secretaries given 
throughout the book the authors have earned the grateful thanks 
of all Australian accountants and secretaries. A A. FITZGERALD. 


Among the Balance Sheets: By the Editor of “Finance and Com- 
merce” in “The Accountant”: Gee & Co. (Publishers) Ltd.: 
London, 1940. Our copy from The Law Book Co. of Aus- 
tralasia Pty. Ltd. Pp. 155. Australian price, 24/6. 

Are you satisfied with the form of all the balance-sheets which 
you prepare or on which you report? More important still, are 
the shareholders who receive them satisfied, or do they merely 
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accept them in a spirit of resignation in the patient belief that 
accountants and auditors are queer fellows, who talk a language 
incomprehensible to the ordinary man? 

Smug complacency about conventional accounting form and 
the jargon often used in auditors’ reports is a real danger to the 
accounting profession. It constitutes a formidable barrier to the 
development of that degree of confidence in the profession by 
investors without which the profession cannot attain to its full 
stature. 

It is generally recognised by those who are in a position to know 
that the “care, skill and caution” shown by accountants and audi- 
tors in their work is of a high order, not limited by mere 
considerations of legal responsibilities, but motivated by the highest 
ideals of “extra-legal” responsibility. But the effect of this care 
and devotion to duty has been marred, speaking generally, by a 
failure to realise that there is a technique of reporting as distinct 
from the technique of accounting and that this technique of report- 
ing deserves, and indeed demands, close study. 

It has, however, been increasingly evident in recent years that 
attention is at last being given to the previously neglected question 
of improvement in the form of published accounts and in the 
content of directors’ and auditors’ reports thereon. 

In the Foreword to Among the Balance Sheets the author says: 

If an accountant of a past generation could return to his desk to-day, 
one of the outstanding changes he would find in the practice of accountancy 
would be the greatly improved form in which a large number of public 
companies now issue their annual accounts. In his own time, a balance 
sheet was something of a mystery. He was taught in his youth that the 
capacity to sum up the strength or weakness of the financial position of 
which a balance sheet is the summary came only with years of mature 
experience. Some accountants, he was told, were able to acquire a form 
of second sight or intuition which enabled them to spot at a glance those 
items to which immediate attention should be given and where the financial 
pitfalls might be found. 

It is still true that the training and experience of an accountant can 
develop a quickness of thought and a capacity for deduction that leads to 
results beyond the capacity of the layman. These recent years, however, 
have seen a wider recognition that company accounts should be produced 
for the layman who is not so gifted, and that every assistance should be 
given him by making the form of accounts as informative and as intelligible 
as possible. The result of this endeavour has been beneficial both to the 
layman and the accountant. 

As to the causes of this “rapid evolution in the form of accounts” 
the author is modest. He rightly mentions the spead of the 
practice of investment in public companies, the “enormous wastage 
of capital invested through respectable channels,” the effects of 
several spectacular financial crashes and of the pre-depression 
stock market boom, and the—possibly limited—influence of 
company law revision. But he passes over too lightly the very 
important influence which The Accountant and his own contri- 
butions to the Finance and Commerce section of that journal have 
exercised. 

It is a truism that, in the last analysis, the form of published 
accounts is determined by company directors and not by company 
auditors. Yet auditors may play a very important persuasive 
part in improving the form of published accounts, and the illus- 


‘ 












360 THE AUSTRALIAN ACCOUNTANT JULY 


trations given throughout this book are an eloquent testimony to 
the way in which English accountants have responded to this oppor- 
tunity. When the efforts of leaders in the accounting profession 
are reinforced, as they have been for several years, by a continuous 
commentary, couched in constructive yet often forthright terms 
by an expert financial critic in a journal of the standing of The 
Accountant, the results may be surprising. And they have been, 
as witness the 41 specimens of published accounts—mainly of 
English companies—which make up the greater part of this 
volume. A short discussion, on page 32, shows that the influence 
of the campaign for more informative accounts conducted by The 
Accountant has even penetrated to this country, and has had its 
effect, not only on practice in Australia, but also on the course of 
company legislation. 

Many readers in Australia have followed the comments from 
week to week in The Accountant on the evolution in the form of 
company accounts with great interest. It was a happy thought 
to publish this selection from those comments with the accounts 
to which they have been directly related. The collection shows 
clearly the extraordinary development which has taken place in 
the past few years and the momentum which it has gathered as 
it proceeded. Here are the models of the best current practice 
in presentation, with innumerable illustrations of solutions which 
are being sought to difficult problems in presentation and reporting. 
Consolidated accounts, proposed appropriations of profit, asset 
classifications, comparative statements, financial summaries, the 
relationship between the accounts and chairmen’s speeches, interim 
directors’ reports, stock valuations, depreciation, qualifications in 
auditors’ reports are some only of the matters dealt with in the 
illustrations and the comments thereon, and in each instance the 
object is to exemplify the need for clarity of expression and to point 
the way to improvement in conventional methods of presentation. 

A particularly interesting feature is the evident tendency of 
some of the more progressive boards of directors to cast orthodox 
forms to the winds in the interests of intelligibility. The balance- 
sheet analysis on page 138 is an outstanding example of this 
tendency. 

Unquestionably the publication marks both an achievement and 
a signpost to further progress. It will be invaluable to the 
accountancy profession as an indication of what can be done, as a 
storehouse of example which persuasive eloquence may induce 
boards of directors to follow and as a means of extending to 
company shareholders generally the advantages which some of 
them have already received from enlightened directors. 

No accountant who wants to improve the intelligibility of the 
forms and terms he uses, and thus to increase his own value and 
reputation, can afford to be without this book. 

A. A. FITZGERALD. 





The Saving of Income Tax: Albert Agnew, A.F.1.4.: Sydney, 1940. 
Pp. 62. Price, 10/6. 

This is a useful little book, of peculiarly topical interest at the 

moment. There is, of course, a distinction between avoidance of 
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o tax and evasion of tax. Tax avoidance may be neither illegal nor 
r- immoral, and Mr. Agnew is at pains to make this clear by reference 
mn | toa series of judgments in which the right of the taxpayer to 
is | “order his affairs so that the tax attaching under the appropriate 
1s § Acts is less than it otherwise would be” has been recognised by the 
ve §& Courts. The book is concerned with methods of legal avoidance 
n, § of tax and with the precautions that may be taken to escape 
of & unnecessarily high imposts. It should be particularly useful to 
is §} practising accountants, who often assume a contractual obligation 
ce §§ to their clients to advise as experts on taxation matters. 

he | Though the work is “not intended to be an exhaustive survey 
ts of the subject,” a surprisingly large number of points of general 
of jj interest have been compressed into its small compass. Each point 


is clearly explained and in many cases the effect on taxable income 
m | of different methods of carrying through a transaction is shown 





of by worked examples. A. A. FirzcERALp. 
ht 

ts Statistical Methods as applied to Accounting Reports: A. A. 
WS Fitzgerald: Accountants Publishing Co. Ltd.: Melbourne, 
in 1940. Price, 3/6. 

as The typical author of a text-book on Statistics is a man who is 
ice so fascinated with effects obtained by complex manipulation of 
ch @ figures that, when he has produced some more or less abstruse 
ig. result, you can almost hear him say “Now, isn’t that beautiful ?” 
set The plaintive response of the reader: “Well, what’s the use of it 
he now you've got it?” does not seem to penetrate his mind. Mr. 
im Fitzgerald, so well known for his efforts to promote accountancy 
in to the status of a learned profession, has heard such responses. 
he Accordingly, when he has taught his reader how to calculate, for 
the example, a “Line of trend,” he points out that it is “an invaluable 
int aid to business forecasting and budgeting” and draws attention to 
on. its uses and possible abuses. 

of In other words, the book lives up to its title: the student of the 
lox subject, whether needing help in making his report of practical 
ce- value or aiming at passing an examination, is led from his know- 
his ledge of accounts and their arrangement in statistical form to such 


seemingly theoretical concepts as dispersion and skewness. Some 


and @ of the work is not easy even to those who are mathematically 
the minded, but it is made as easy as possible and the conviction grows 
sa that the effort is well worth while. 

uce It is, perhaps, unfortunate that Mr. Fitzgerald confined himself 


to so strictly to a limit of size. The questions provided at the end 

of of each chapter are valuable for checking one’s grasp of the prin- 
ciples and methods discussed. If space had permitted, questions 
the leading to actual results to be included in accounting reports would 


and have been welcome. A short discussion on degrees of accuracy 
in the earlier part of the book and of choice of scales for curves 
’. at the end could also have been included with advantage. Perhaps 
Mr. Fitzgerald may be persuaded to publish a supplement one of 
40. 7 these days. In the meantime Australian accountants now have 


available a book written for their special benefit and one which 
the 7 should improve the standard of their reports. 


e of A. Ciuntes Ross. 
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Treatment of Cash Discounts in Accounts 





In the June, 1940, issue of The Australian Accountant, Mr. L. J. 
Short commented on the report of a Committee of the Common- 
wealth Institute of Accountants on the above subject. A member 
of the Committee makes the following reply : 

Mr. Short says— 

“So far as Method D is concerned, can ‘Discount receivable 
on goods sold’ be arrived at accurately where certain classes 
only of goods purchased carry settlement discount? (Incidentally, 
is it not loose accounting terminology to refer to the purchase 
price of goods sold as an ‘Operating Expense’?) Stock in trade 
is surely an asset.” 

It is possible to calculate the discount receivable on goods 
purchased because the discount allowable by the purchaser is 
known at the time of purchase, and when the supplier’s invoice is 
entered in the Purchase Journal the discount can be deducted, 
the net cost being charged to Purchase of Merchandise (or other 
expenses) and the discount charged to a “Discounts Receivable” 
Account, the latter account being credited when payment is actually 
made in due course. 

The purchase price of goods sold is an expense chargeable to 
the current accounting period, whereas the purchase price of 
unsold stock would be an asset. 

Mr. Short then goes on to describe what he considers to be an 
alternative treatment of cash discounts, but if he compares his 
proposal method with Method D recommended by the Committee 
he will find that the two methods are identical and he has therefore 
given full support to the report of the Committee. 





Gifts and Loans to the Commonwealth 
Government for War Purposes 


By regulations under the National Security Act, 1939 (Statutory 
Rules, 1940, No. 106), authority has been given to bodies corporate 
to make gifts or loans of moneys to the Commonwealth for war 
purposes. 

The Regulation, which was notified in the Commonwealth 
Gazette on June 12, 1940, is as follows: 

NATIONAL SecurITy (Girts AND LoANS) REGULATIONS 

1. These Regulations may be cited as the National Security 
(Gifts and Loans) Regulations. 

2. Every body corporate is hereby authorised and empowered— 

(a) to make a gift of moneys to the Commonwealth for war 
purposes ; or 
(b) to lend moneys to the Commonwealth for war purposes 
on such terms as it thinks fit, 
notwithstanding that, apart from this regulation, the body cor- 
porate has not power to make such a gift, to lend moneys to the 
Commonwealth, or to lend moneys to the Commonwealth on the 
terms referred to. 


Rai a 
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Taxation Section 
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ail COMMONWEALTH Private Company Tax 
™ Excess Distributions of Previous Years 
With regard to income year ended June 30, 1940, and subsequent 
le years, a sufficient distribution of a non-investment company is 
es three-fourths of its distributable income. For income years ended 
y, June 30, 1934, to 1939, inclusive, a sufficient distribution was 
se two-thirds. 
Je Section 106 of the Commonwealth Income Tax Assessment Act 
§ provides that, where the total amount of dividends paid by a 
ds | private company out of its taxable income of the period of four 
is | years next preceding the year of income exceeds the aggregate of 
ig = the smallest amounts “that would have been a sufficient distribution 
d, : in each of those years,’ the excess shall be deemed to be a 
er dividend paid out of the taxable income of the year of income. 
2” ; The question arises: For the purpose of calculating the excess, 
ly what would be a “sufficient distribution” of each of the four years 
: ended June 30, 1939, i.e., two-thirds or three-fourths of a trading 
to company’s distributable income? It is considered that in ascer- 
of taining, under s. 106, the amounts in excess of a “sufficient 
distribution” of the period of four years next preceding the year 
™ of income, a “sufficient distribution” in each of the four years 
is ended June 30, 1939, should be determined in accordance with the 
ee provisions of the Act in force prior to the amendments made by 
re the 1940 amending Act. Thus a sufficient distribution would be 
two-thirds and not three-fourths of a trading company’s dis- 
| tributable income. 
CoMMONWEALTH STATUTORY EXEMPTION 
By the ameuing Act of 1940, the statutory exemption in respect 
ry of income derived during year ended June 30, 1940 (or substituted 
te accounting period) and subsequent years has been reduced to— 
ar (a) £250 less £1 for every £1 by which the net income exceeds 
£250, or 
th (b) where the net income does not exceed £250, the amount of 
the income. 
Example 
ty eee eee ae ee ee 
‘ ; Wife allowance .. 50 
ar Residue after deducting all other allowable deduc- 
a ee ee SOA oe ee 
2s Statutory exemption : £250 — (400 — 250) .. .. 100 
r pO ee ee ee eee 
1e : poiemeriyctl 
e The statutory exemption now vanishes when the residue 
amounts to £500— 
£250 — (500 — 250) = nil. 
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CoMMONWEALTH RATES OF TAX ON PERSONAL EXERTION 
AND PROPERTY INCOMES 


The proposed rates of Commonwealth income tax on incomes 
from personal exertion and from property applicable to income 
derived during income year ended June 30, 1940 (or substituted 
accounting period), were announced in the May issue of the 
journal. 

Income from Property 


In his second reading speech, on the Rates Bill, the Common- 
wealth Treasurer announced a slight change in the rates of tax. y' 
This change makes some reduction in the rates of tax on small J 
incomes from property. 

The previously announced rates were as follows :— 

8d. in the £ up to £500. 

Thence increasing by 5/200d. for each £ up to £1,000. 
Thence increasing by 5/400d. for each £ up to £4,200. 
Income in excess of £4,200 at 108d. 

The revised rates of tax on income from prope:<y are :— - 
6d. in the £ up to £500. 
Thence increasing by 3/100d. for each £ up to £1,000. 

Thence increasing by 5/400d. for each £ up to £4,200. 3 
Income in excess of £4,200 at 108d. q 


The following is the schedule showing the rates of tax in J 
respect of taxable income derived from property :— 
(T = taxable income in pounds.) a 


If the taxable income does not exceed £500, the rate of 4 
tax for every £ of taxable income is 6d. , 
If the taxable income exceeds £500, but does not exceed 


£1,000, the rate is 6 Pu — 500) x 3 





pence 





100 
If the taxable income exceeds £1,000, but does not exceed 
£4,200, the rate is 21 + T = —— pence q 


If the taxable income exceeds £4,200 
(a) the rate on the first £4,200 is 61d.; 3 
(b) the rate on the remainder of the taxable income is : 


108d. 
Income from Personal Exertion 
The rates of tax on income from personal exertion remain 
unaltered :— 
5d. in the £ up to £500. 
Thence increasing by 2/100d. for each £ up to £1,000. 
Thence increasing by 1/100d. for each £ up to £4,200. 
90d. in £ on income in excess of £4,200. 
The following is the schedule showing the rates of tax in 
respect of taxable income derived from personal exertion :— 
If the taxable income does not exceed £500, the rate of 
tax for every £ of taxable income is 5d. 
If the taxable income exceeds £500, but does not exceed 


£1,000, the rate is 5 + hag. 





pence 


Oe 
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If the taxable income exceeds £1,000, but does not exceed 


£4,200, the rate is 15 + ‘— = 


100 
If the taxable income exceeds £4,200 


pence 



































ne 
ed (a) the rate on the first £4,200 is 47d. 
he (b) the rate on the remainder of the taxable income 
is 90d. 
Comparison of 1939 and 1940 Rates 
a. The following is a comparison of the rates of tax for income 
ng year ended June 30, 1939, with those for income year ended 
all June 30, 1940, issued by the Treasurer :— 
Net Personal Exertion Property Rates 
Income* Rates 
1940 
1939 Rates 
1939 19 Originally ei 
Proposed 
£ d. d. d. d. d. 
250 a _— — — — 
251 ‘01 04 ‘01 ‘06 05 
300 84 1-67 1-07 2°67 2 
400 2:40 3:75 3:36 6 4°5 
in 
500 3°88 5 5:76 8 6 
600 5-32 7 8:32 10°5 9 
700 6°73 9 11-47 13 12 
Net and 
Taxable 
Income 
800 7°74 11 13-89 15-5 15 
900 8°35 13 15-48 18 18 
1,000 8°95 15 17-08 20°5 21 
1,250 10:46 17°5 21-06 23°63 24°13 
1,500 11-98 20 25°05 26°75 27°25 
1,750 13-49 22:5 28°32 29-88 30°38 
2,600 15-00 25 31:59 33 KS 
- 3,000 21-05 35 44-69 45-5 46 
4,000 27°10 45 57-50 58 58:5 
5,000 33-14 53°88 66°49 68°10 68°52 
7.500 48-03 65-92 78°48 81-40 81:68 
, 10,000 57-80 71°94 84:48 88-05 88-26 
m 15,000 67°56 77°96 90:47 94-70 94:84 
20,000 72:45 80-97 93-47 98-03 98-13 
40,000 79°77 85-49 97-97 103-01 103-06 




























*Owing to the alteration in the rate of decrease of the Statutory Exemption (from £1 
in £2 to £1 in £1), rates of tax on taxable incomes are not directly comparable in the 
ranges where the Statutory Exemption operates. Rates of tax on net incomes are, however, 
directly comparable and are therefore shown in lieu. The Net Incomes and the Taxable 
Incomes are identical for incomes in excess of £750. 
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Differentiation 

The following is an extract from the Commonwealth Treasurer’s 
second reading speech. With the views expressed therein I am in 
complete accord and have publicly advocated them for many 
years. 

“One important respect in which a change from existing practice 
is proposed, is in the proportion of property rates to personal 
exertion rates. I have pointed out earlier that the great dis- 
proportion in the present rates is an historical accident. Through a 
large part of the scale, property rates at present are double and 
more than double personal exertion rates. 

“There is no justification in principle for such severe discrimina- 
tion. It is quite out of harmony with the practice of the individual 
States. No State, except Victoria, taxes property in anything like 
this proportion. The case for heavier taxation of property, as I 
shall show presently, is strongest for middle incomes, say £1,000. 
For this income, the average tax on property of the six States is 
about one-third greater than for personal exertion. For the 
Commonwealth it is nearly double. In the United Kingdom dis- 
crimination is effected by reducing personal exertion income by 
20 per cent. and then taxing it at the same scale as property. 

“The sound principle based on reason and the practice of other 
Governments, is to make property rates greater than personal 
exertion rates by a reasonable percentage—the Government has 
decided on about one-third—through the middle part of the scale 
and taper this percentage off at either end of the scale. The 
reasons for this tapering off are a matter of commonsense. 

“High personal exertion incomes are not in their nature very 
different from high property incomes. For incomes over £10,000 
there is in Australia almost as much personal exertion income 
as property income. I venture to suggest there are few people in 
Australia earning £10,000 a year strictly by personal exertion 
without considerable aid from property. A sheep or cattle station 
might return £10,000 a year to its owner irrespective of the amount 
of time spent by him in the supervision of his business. This profit, 
however, is taxed as personal exertion income wholly. A well- 
organised factory or large commercial establishment might return 
£10,000 a year to its owner, who has perhaps inherited it, and 
takes little or no part in the conduct of the business. At best, 
after the business was established, the function of the owner might 
be chiefly to make judgments about men and broad policy— 
exercising the same kind of abilities and to the same degree, that 
a man would exercise in the management of large investments. 
Yet the one is all ‘personal exertion’ income and the other 
‘property.’ 

“It is quite clear that there is a large element of property in 
nearly all high personal exertion incomes. There is no ground for 
much differentiation between them. The standard difference in 
rates over the major part of the scale should be narrowed for 
high incomes. This has been done in the scale now proposed, 
not by reducing property rates, but by bringing personal exertion 
rates progressively nearer to property rates for very large incomes. 
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“For the lower end of the scale there should be a similar 
narrowing though for a converse reason. Small property incomes 
are not particularly taxable. They are typically the product of a 
life’s savings by which a man is supporting his family after his 
retirement from active occupation; or the inherited savings on 
which women and children are dependent. The loading on these 
incomes because they are derived from property should be less 
than the standard loading over the middle incomes. This 
principle is carried out in the existing scale and is retained in 
the proposed scale.” 

The Commonwealth Rates Act for 1940 has been passed by 
Parliament. It is Act No. 18 of 1940. 





PAYMENT TO Director FoR RETAINING OFFICE 


The decision of the English High Court in Prendergast v. 
Cameron [1938] 2 All E.R. 617 was cited on p. 31 of the August, 
1938, issue of The Australian Accountant. The facts were :— 

The respondent, who for many years had been a director of a 
company, notified his fellow-directors of his intention to resign, 
which he was entitled to do under the company’s articles. The 
other directors thereupon wrote asking him not to serve notice of 
resignation, and saying that, in consideration of his not doing so, 
the company would pay him £45,000, and would enter into a 
formal deed to that effect. The company entered into the deed. 
The respondent, who, previous to the execution of the deed, had 
received a salary of £1,500 a year, agreed to remain as director 
at £400 a year, on the understanding that he would devote less 
time in the future to the company’s business. 

The English High Court held that the payment of £45,000 was 
assessable income, and this decision has recently been confirmed 
by the House of Lords [1940] 2 All E.R. 35. 

The following are some interesting extracts from their Lord- 
ships’ judgments :— 

Questions of Fact and Law 
“Inferences from facts stated by the commissioners are matters 
of law, and can be questioned on appeal. The same remark is true 
as to the construction of documents. If commissioners state the 
evidence and hold upon that evidence that certain results follow, 
it is open to the Court to differ from such a holding” per Viscount 
Maugham at p. 40. 
This extract is of importance when it is remembered that 
(a) An assessment can be amended under the Commonwealth 
Act only to correct an error in calculation or a mistake of 
fact, or to prevent an avoidance of tax, s. 170. 

(b) The Commissioner or taxpayer may appeal to the High 
Court from a decision of the Board of Review only where 
that decision involves a question of law, s. 196 (1). 





The Magnitude of a Transaction 
“Finally, it was suggested that the moneys paid to Cameron 
were in the nature of capital payments. For this I can see no 
foundation except the size of the sum involved. That feature alone 





368 THE AUSTRALIAN ACCOUNTANT JULY 


is no justification for the suggestion” per Lord Russell of 
Killowen, at p. 42. 


Recurrence or non-recurrence of a receipt alone is not a test as to 
whether a sum is capital or income 


“Remuneration which, if paid by instalments over a number of 
years, would be income, is income though paid once and for all in 
a lump sum, just as much as the capital consideration for a sale, 
say, of land is capital, even though payable by instalments spread 
over a number of years” per Lord Romer at p. 44. 





DEPRECIATION OF IMPROVEMENTS OF PRIMARY PRODUCERS 


Depreciation is allowable under the Commonwealth Income Tax 
Assessment Act in respect of depreciation on fences, dams and 
other structural improvements on land which is used for the 
purpose of agricultural or pastoral pursuits except improvements 
used for domestic or residential purposes. S. 54 (2)(b). 

In Beggs v. F.C. of T. [1931] V.L.R. 8, it was held the 
restriction appearing in italics is only in respect of improvements 
used for the taxpayer's domestic or residential purposes, and 
consequently depreciation is allowable under the Commonwealth 
Act in respect of improvements used for the domestic or residential 
purposes of employees of the taxpayer engaged in working the 
property. 

A Victorian subscriber has submitted the following question :— 

“Where a farming property is leased, can the owner claim 
depreciation on the dwelling on the property used by the tenant, 
that is, for income tax purposes?” 

Under the present Commonwealth Act, the depreciation allow- 
ance is in respect of improvements, etc., owned by the taxpayer on 
land which is used (not necessarily by the taxpayer) for the 
purpose of agricultural or pastoral pursuits. Thus owners of such 
land who rent it to other persons are entitled to a deduction of the 
depreciation allowance in respect of the improvements specified 
in s. 54. 

I am of opinion that the dwelling occupied by the tenant is an 
improvement used for domestic or residential purposes and is 
therefore excluded under s. 54 (2) (b) from the structural 
improvements on which depreciation is allowable to the owner. 
The decision in Beggs’ case is applicable to instances where the 
improvements are used for the domestic or residential purposes of 
the owner’s employees. The decision may be extended to apply 
to improvements used by any employee, whether of the owner or 
of the tenant, but I am of opinion that it does not apply to 
improvements used for the domestic or residential purposes of 
either the owner or the tenant. 





Donations MapeE For Business REASONS 


A brewing company claimed a deduction in respect of donations 
to certain associations, clubs and societies. Evidence was given 
that the expenditure was made for advertising purposes. The 
Board of Review ((1938) 8 C.T.B.R. Cas. 34) held :— 











anc 
Thi 


prit 
had 
was 
for 

ther 
circ 
eres 
pap 
sucl 


the 


Corr 
Com 


as 
mach 
of tr; 


(2 












~~ wh 


ie 


a. 4 


ts 


ly 


ns 
en 
he 





4 














1940 





THE AUSTRALIAN ACCOUNTANT 





369 


(i) Sections 73 (subscriptions) and 78 (1)(a) (gifts) do not 
override the general provisions of s. 51 (1) (losses and 
outgoings). The first-mentioned sections are enlargements 
and not restrictions of s. 51. 

(ii) When donations are made for advertising, as distinguished 

from charitable or benevolent purposes, the expenditure 

involved is “necessarily incurred in carrying on a business 
for the purpose of gaining or producing” assessable income, 

and is therefore deductible under s. 51 (1). 





DEPRECIATION OF PRINTING PRESSES 

A newspaper company claimed a deduction in its 1936 return of 
10 per cent. per annum in respect of depreciation of certain plant 
and machinery, including two printing presses (“A” and “B”). 
The Departmental allowance was 74 per cent., vide I.T.O. 1217. 

The “B” press was bought in 1929, and a daily paper was 
printed in it for the next six years. At the end of that period it 
had become practically obsolete for that purpose. The “A” press 
was, therefore, purchased in 1935, and had since been used solely 
for the purpose of producing the daily paper. The “B” press was 
then devoted to the production of a weekly paper, with a small 
circulation. Evidence was given that the “A” press was under a 
greater strain than any similar machine operated by other news- 
papers which, because of their larger circulation, had several of 
such presses. 

The Board of Review allowed a deduction for depreciation at 
the rate of 10 per cent. per annum; (1938) 8 C.T.B.R. Cas. 30. 





REMOVAL EXPENSES 
The following enquiries have been addressed to the Federal 
Commissioner of Taxation regarding removal of plant. The 
Commissioner’s rulings are given hereunder :— 
(1) The cost of transporting and installing new plant is 
recognised as part of its cost for depreciation purposes. 
Will you kindly confirm? 


Commissioner's Ruling 
“I desire to confirm your view that in the case of new plant and 
machinery the cost for depreciation purposes includes the expenses 
of transport and installation of the plant and machinery.” 


(2)(a) When the timber is cut from a particular part of a 
forest, it is necessary to move the plant to another part, 
so as to reduce the cost of transport of the timber to 
the mill. 

(i) Is this expenditure an allowable deduction? 

(ii) If so, is it deductible in the year in which it is 
incurred or is it added to the cost of the plant 
and a depreciation allowance granted in respect 
thereof? 

(b) Is the cost of removing an article of plant from one 
factory to another factory an allowable deduction where 
both factories remain in existence? If so, is it deductible 
in the year in which it is incurred or is it added to the 
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cost of the plant and a depreciation allowance granted in 
respect thereof? 

Is expenditure incurred in removing plant from one part 
of a factory to another part of the same factory an 
allowable deduction? If so, is it deductible in the year 
in which it is incurred or is it added to the cost of the 
plant and a depreciation allowance granted in respect 
thereof? 

Commissioner’s Ruling 

“In none of the cases cited in your letter is the cost of removal 
and re-installation of plant an allowable deduction in the year in 
which it is incurred. 

“The expenses of removing saw-milling plant and machinery 
from one site to another or of removing plant and machinery from 
one position to another position in a factory or from one factory 
to another is treated as constituting part of the cost of the plant 
and machinery for depreciation purposes.” 





TAXPAYER’S WIFE CARRYING ON BUSINESS ON HER Own 
AccouNT 


Section 32 (6) of the Queensland Income Tax Assessment Act 
provides as follows :— 

“Where during the year of income a wife carries on business 
either individually, or as a member of a partnership in which her 
husband is not a partner, and in the opinion of the Commissioner 
not less than seventy-five per centum of her capital in such business 
has been derived directly or indirectly from or through the 
instrumentality of her husband, her income from the business 
carried on by her individually, or her individual interest in the 
net income of such partnership, shall be deemed to be income 
derived by her husband and shall be included in his assessable 
income, or, if a loss were made by such partnership, her individual 
interest in the partnership loss shall be included in his allowable 
deductions. 

“Such amount in respect of services rendered by the wife in 
production of the income or loss as in the opinion of the Com- 
missioner is just and reasonable shall be an allowable deduction.” 

On October 1, 1932, the wife of the appellent taxpayer bought a 
Queensland grazing farm. The purchase money, amounting to 
£8,925, was lent by a bank, which granted the wife an overdraft 
also to enable her to open a working account. As security the bank 
accepted a mortgage of the property from the wife, and as 
collateral security a mortgage of certain grazing lands from the 
husband, who signed a guarantee as well. The wife proceeded to 
carry on a grazing business on her grazing farm, operating on the 
bank account and managing the business in person. The business 
was successful under her management. By June 30, 1936, she had 
accumulated from her own profits capital amounting to £5,417, 
and had reduced her debt to the bank to £2,469, and by June 30, 
1937, her own capital stood at £9,180, and her debt to the bank at 
£118. To her husband, whose guarantee had not been withdrawn, 
she then owed £118 also. 
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Held: that for the purpose of assessing the husband’s income 
tax it was not necessary to inquire as to the value of the wife’s 
personal efforts in producing profits; that the section was satisfied 
if the wife’s capital in the business for the income years 1935-1936 
and 1936-1937 was derived indirectly or partly through the 
husband’s instrumentality. 

Held: therefore, on the facts, that the whole of the wife’s capital 
in the business during the years in question was derived partly 
through the husband’s instrumentality by reason of the fact that 
payment of her debt to the bank was secured or guaranteed by the 
husband, whose backing it was necessary for her to acquire in the 
first instance and to retain thereafter in order to enable her to 
carry on the business. P. v. C. of T. (Qld.) 26/9/1939. 


Notes ON THE WAR-TiME (Company) ASSESSMENT BILL 


The above Bill was discussed in the last issue of the journal. 
As stated therein the Government has agreed to hold over the 
Bill until the next session of Parliament. In the meantime, 
consideration is being given by the Government to numerous 
representations in regard to it. It is hoped that the following 
further notes will be of some assistance to readers by shedding a 
little light on a few of the darker places. 

In all instances where the Bill has been criticised I have taken 
the liberty of making recommendations designed to remedy the 
alleged defect. 





Capital Employed 

“Capital employed” means the capital of a company employed 
in Australia or in a Territory of the Commonwealth in gaining 
or producing the taxable profit. 

I recommend the removal of the above restriction on the ground 
that it is inequitable. 

The restriction is a piece of short-sighted mercantilism. _ Its 
undoubted aim is to prevent an overseas company being allowed 
to augment its capital base by the inclusion of any proportion of 
its capital invested in, say, an overseas buying office. 

But if it is a good economic policy to discriminate against the 
importer, surely the mercantilist will be consistent and not also 
hit the exporter. For example, a business produces a taxable 
profit by manufacturing goods in Australia and selling them 
abroad by means of branch establishments. There seems no 
possible economic reason for excluding the capital employed abroad 
in selling those goods. 

The price of complete justice will be very cheap as little capital 
is employed abroad. Moreover, it is administratively wasteful to 
make a meticulous examination of an exporter’s capital so as to 
ensure that only that part employed in Australia shall be brought 
to account in calculating the tax. 


Accumulated Profits 


“Capital employed” includes accumulated profits, including 
amounts standing to the credit of the Profit and Loss Account. 
As stated in the June, 1940, issue of the journal at p. 292, I 
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am of opinion that “accumulated profits” include both capital and 
income profits carried to any reserve or like account. The term 
also includes amounts standing to the credit of Profit and Loss 
Appropriation Account (Meares v. A.F.C. of T. (1918) 24 C.L.R. 
369). 

Capital employed includes profits standing to the credit of 
reserves for taxation or any other like account. In calculating the 
“average capital” any amount withdrawn from the reserve account 
would be deducted. There is, of course, no need for a company 
to debit taxes paid against the reserve account. The taxes could 
be debited to the current revenue account and the reserve could be 
adjusted upwards or downwards at the end of the accounting 
period. Thus no sum would be withdrawn from the reserve 
account during the current accounting period so as to reduce 
the capital employed. 


Amount Standing to the Credit of the Profit and Loss Account 
As the Bill stands at present, I am of opinion that the following 
example correctly illustrates the position :— 
Paid-up en wath So, TROP .. ws ee oe es BD 
Reserves .. . Ne gry eee 89,132 


£239,132 
Profit and Loss .. .. .. .. £8,140 
Final Dividend, 31/7/39 .. 7,500 
For 1 year .. . 
For 1 month — 12th of 
£8,140 . ; 


Profit for half-year to 
ee 
Interim Dividend, 25/1/40 


For 6 months—half of 
£8,497 . 

For 1 month aa -1/T2th of 
£15,997 . 


£246,031 


I hope, however, that the recommendation made by me on 
page 293 of the June issue of the journal will be adopted, viz.: 
that the definition of “capital employed” be amended so as to 
include “amounts standing to the credit of the profit and loss 
account at the beginning of the accounting period.” A tax, the 
amount of which depends upon whether or not certain book- 
keeping entries are made, is a poor thing. It is clearly inequitable 
that a company which balances half-yearly, or at more frequent 
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intervals, should thereby derive a benefit as against a company 
which balances its accounts annually. 

It should be noted that if this recommendation were adopted 
interim dividends paid out of current profits would not require 
to be brought to account so as to reduce the capital employed 
during the accounting period. 


Average Capital 

The capital employed in any accounting period is to be ascer- 
tained by adding the amounts averaged over the accounting period 
of the capital and accumulated profits. 

It is understood that the intention of the Government is that 
the “creation” of an asset or its acquisition without purchase 
during an accounting period shall not give rise to an additional 
allowance for capital in respect of that period. 

For example, a valuable patent was acquired without purchase 
on September 1, 1939, and the value of the asset appeared in the 
company’s accounts on September 3, 1939, at £10,000. The 
corresponding credit entry in the books would be to a reserve 
account, representing a capital profit. 

Apparently the intention of the Government is that no allowance 
for capital will be granted in respect of the £10,000 for accounting 
period ended June 30, 1940. Whilst I have no quarrel with the 
Government’s intention I do not think the draftsman has given 
expression to it. I am of opinion that, as the Bill stands, the 
£10,000 is an accumulated profit from September 1, 1939, and 
must accordingly be brought into the calculation of the “average 
capital” of accounting period ended June 30, 1940. 

In Forrest v. F.C. of T. (1921) 29 C.L.R. 441, assets were 
revalued in November, 1914, by £100,000, and this increase in 
fact existed on June 30, 1914, but it was first brought into the 
balance sheet of the company for the half-year ended December 31, 
1914. The High Court held that the £100,000 was undistributed 
income of the company accumulated prior to July 1, 1914, within 
the meaning of the proviso to s. 14 (b) of the 1915/16 Income 
Tax Assessment Act. 

In the above example relating to the patent I fail to see how 
Clause 21 (6) and (7) have any bearing on the matter, because 
the particular asset did not appear at any value at the beginning of 
the accounting period. 

One of the worst forms of non-war efforts is a lot of litigation 
in order to obtain judicial interpretation of badly drawn and 
obscure taxation sections. In the present case, all doubt could be 
removed by adding after “accumulated profits” in Clause 21 (b) 
the words “at the beginning of the accounting period.” 


Deferred Expenditure 


There are a number of items which frequently appear on the 
assets side of a balance sheet which are not assets in the strict 
sense at all, such, for example, as formation, establishment and 
removal expenses, which are probably being amortised over a 
period of years. I am of opinion that none of this deferred 
expenditure can be regarded as an asset in determining the amount 
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of capital employed during the accounting period. Alternatively, 
I do not think they can be grouped together as part of the goodwill 
of the business and valued at cost in accordance with Clause 21 


(2) (c). 


(a) 


(b) 


(c) 


Goodwill 


Where goodwill has been bought for cash, the cost price 
of the goodwill is its value for the purpose of determining 
the amount of capital employed during the accounting 
period. I consider, however, that the company would have 
to demonstrate that the particular goodwill bought by it 
still represented capital employed during the accounting 
period. On the other hand, the goodwill so bought may 
have greatly enhanced in value since its acquisition. Never- 
theless, it would appear that no more than the actual cost 
can be brought to account in calculating the capital 
employed. 

Where goodwill has been bought for a consideration other 

than cash, or where it has been created or acquired without 
purchase— 

(i) If the consideration was given, or the asset created 
or acquired, on or before September 3, 1939, the 
value of the goodwill is the sum which appears in 
the accounts of the company on September 3, 1939. 
This is so, notwithstanding its actual value on that 
date. 

(ii) If the consideration was given, or the asset created 
or acquired, after September 3, 1939, the value of the 
goodwill is its actual value when the consideration 
was given or the asset created or acquired. 

As stated in the June issue of the journal at page 294, I am 

of opinion that the word “created” in Clause 21 (2) (d) 

is a bookkeeping concept; that is to say, the goodwill is 

“created” when recognition is given to its existence by an 

entry in the books of account. The word “create” was 

borrowed from the War-time Profits Tax Assessment Act, 

1915. Its meaning has never been considered by the 

Courts. I have already received conflicting legal opinions 

as to its meaning. One supports my contention; the other 

opinion is that it must be interpreted in the biblical sense. 

The best that can be said is that “created” is an un- 

satisfactory word and it is recommended that the words 

“written into the books” be substituted therefor. The 

words are taken from s. 16 (1) (q) of the Queensland Act. 


(d) A tax which is dependent upon whether or not certain 


bookkeeping entries are made, when they are made, and 
the amount entered, stinks, like a mediaeval city, to high 
heaven. 

It is strongly recommended that the above provisions be 
eliminated from the Bill. The following alternative recom- 
mendations are made :— 

(i) All companies be given the right to value their good- 
will at a given date, say July 1, 1939. If goodwill is 
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created in the biblical sense after that date it is 
probably due to war conditions and no credit can be 
given for it, or 


(ii) All goodwill be excluded from the balance sheet, 

except where it has been bought for cash. 

For my own part, I strongly recommend suggestion (ii), 
i.e., that all non-purchased goodwill should be discarded. 
If (i) is adopted the Government will have to lower the 
statutory percentage from 8 to possibly 4 per cent. Even if 
the present Bill becomes law the Government will have to 
reduce considerably the percentage standard or increase the 
rate of tax in respect of taxable profit of 1940-1 onwards. 
The importance of whether or not the Bill is to be pro- 
ceeded with in its present form lies in the fact that, unless 
the goodwill was “created” before June 30, 1940, a company 
might lose the benefit thereof for the whole of year ended 
June 30, 1941. 

The Bill has been held over until the next session of 

Parliament, i.e., until after June 30, 1940. It was not known 

what amendments, if any, may be made during the Com- 

mittee stages of the Bill, and directors were therefore 
in the dark as to what action, if any, was desirable in the 
circumstances. 

The advantage of creating a goodwill account before June 

0, 1940, was that, if the Bill remains in its present form, 

the company will derive an enhanced capital for the whole 

of the accounting period ended June 30, 1941 (not 1940). 

The disadvantages were :— 

(i) A company may not have had sufficient time to build 
up a goodwill of a large value. If it created a Good- 
will Account before June 30, 1940, its value would be 
established for the war-time (company) tax at its 
worth on the date of its creation. It would seem that 
the company could not revalue its goodwill at a later 
date, and thereby successfully claim any enhancement 
in value as additional capital employed in a subsequent 
accounting period. 

(ii) If the Bill is amended along either of the lines 
mentioned in (d) the company’s action will have been 
in vain. 

(iii) The Queensland Act provides, by s. 16 (1) (q), that 

the assessable income of a taxpayer shall include the 

amount by which the book value of any asset, or of 
the assets as a whole, of a company is increased by 
writing into the books, or by writing up in the books, 
the value of such asset or assets. Thus a company 
which is subject to Queensland income tax on the 
whole or a portion of its profits, will be called upon to 
pay additional Queensland tax in respect of the 
creation of a goodwill account in its books. In the 
case of an interstate trader I understand that the 
goodwill will be apportioned on a sales basis, and 
that portion attributable to Queensland will be taxed. 
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DEDUCTIBLE GIFTS—COMMONWEALTH ACT 


By the amending Commonwealth Act of 1940, the following 

gifts of £1 and upwards are allowable deductions :— 

(viii) Gifts to a public institution or public fund established and 
maintained for the comfort, recreation or welfare of 
members of the Naval, Military or Air Forces of the 
Commonwealth; and 

(ix) Gifts to the Commonwealth, when made for purposes of 
defence. 

The above provisions apply to gifts made during income year 

ended June 30, 1940 (or substituted accounting period) and 
subsequent years. 





The Modern Factory - (2) - Budgeting 
By R. A. HIcCKIN, A.1.C.A. 





The first article of this series on the methods and procedure of 
the modern factory dealt with planning, and some remarks were 
made on organisation. In this concluding article further matters 
will be discussed, which have a bearing upon the formulation of 
the factory budget. 

First, let it be emphasised that the factory budget is more than 
an estimate. It is a comprehensive and often volumirous summary 
of plans, processes, routine, prices, etc., as related to the expecta- 
tions for the period covered by the budget. This statement naturally 
limits the scope of the present article. Little can be said about 
processes, plans, and so on, in connection with specific enterprises; 
therefore the emphasis will be upon the inter-relation of various 
sections of the work in most factories, the economic implications of 
this relationship, and the methods of preparing the factory budget. 

Of essential importance, economically, is the volume of work 
which, according to the estimate of sales, will be required of the 
factory. The factory will naturally be so geared that this volume 
of work, no more and no less, may be turned out during the year. 
With this in mind, therefore, the officer preparing the factory 
budget will study the chart of sales prepared by the sales budget 
officer. This chart of sales will be divided into months, and the 
factory production will need to be so planned that, after taking into 
account necessary low limits of stock from month to month, a 
rough draft of periodical production may be made out. 

Many factors will have to be weighed at this stage. If the trade 
is highly seasonal and there are few lines, the question of production 
at a regular rate or seasonally will have to be faced, in the light of 
actual conditions. As was stated elsewhere,* some concerns have 
succeeded to some extent in overcoming the season hurdle, by 
means of careful investigation of their product and discovering 
new uses for it, and in many other ways. However, in some 
businesses, after everything has been tried, it will be found that 
seasonality remains and production and general organisation just 
have to fall into line. 

*The Australian Accountant, September, 1939, p. 120. 
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Whether the merchandise is perishable or not, and if so, to what 
extent, has a considerable bearing on this question. If it is highly 
perishable, obviously production will have to follow the sales trend, 
and left-over stock kept to a minimum. This makes for expensive 
manufacture, owing to plant idleness, keeping key-employees on the 
payroll when not busily engaged, training others frequently and 
losing their services when the rush period is finished, and so on. 
But sometimes it is unavoidable. Reference was made in the article 
referred to above, to the possibility of reducing this evil by carrying 
a well-assorted range of lines, and this should be aimed at wherever 
possible. 

With fashion goods the difficulty assumes different proportions. 
Coming fashions have to be gauged as accurately as possible, and 
production proceeds upon the assumption that the expected fashions 
will prevail when the goods are placed on the market. Obviously 
this often means that stocks of unsaleable goods accumulate, and 
have to be converted into other models, and so on, naturally 
entailing considerably more expense. Fortunately there is often a 
guide as to the trend, and experts are able to assess its period of 
favour to some extent; nevertheless the hazards of the fashionable 
goods manufacturer remain. 

When neither perishability nor fashions have to be considered, 
the planning of the year’s production presents few difficulties. With 
most lines there is a small variation in some months, owing to 
holidays, stocktaking, and so on, but the influence of these periodical 
disturbances may be reckoned from past results over a number of 
years. Normally it may be assumed that the factory, if properly 
organised and equipped, should be able to turn out goods with a 
regularity and at a cost that may with some assurance be pre- 
determined. This should be the aim, but naturally certain factors 
will have a bearing on its practicability. If the enterprise is one 
which manufactures a standardised product or a number of such 
products, the budget officer and factory administration are obviously 
in a much better position to forecast and plan than, say, the 
officials of an engineering establishment engaged solely on pro- 
ducing goods to order. This important consideration naturally 
must be borne in mind throughout the present discussion. 

The chart of sales is, then, the basis of the chart of production. 
In its simplest form it will simply be a vertical list showing the 
sales anticipated for each month or other period of the budget year. 
For production planning, however, this list needs to be revised in 
view of opening stocks of the various lines, low-limits required 
month by month, and other relevant factors. 


CHART OF PRODUCTION 


In an enterprise producing standard goods year in and year out, 
which is the type of concern primarily in mind in this article, the 
Chart of Production will represent the complete range of goods 
required, showing item numbers or names, opening stocks, sales 
anticipated, closing stocks required, and monthly production 
necessary in order to tie up with these figures. 
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A form similar to the following will be found suitable for most 


concerns : 
Chart of Production 





Opening Production 
Stock Required Required 








January 


February 





March 
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November 








December 

















Such a statement would be prepared in respect of each product, 
enabling the presentation of the results in a summary as follows :— 


SUMMARY OF PRODUCTION 
For Year Ending 





Jan. Feb. 
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This gives in concise and readily-understandable form the 
estimated requirements from the factory as regards goods for sale. 
In many concerns it will be necessary to provide also for the 
manufacture of samples for distribution or mailing to customers 
and others interested in the products, in which case recourse will 
be had to the advertising budget for particulars of any such 
requirements. 

Raw MATERIALS 

The next step is to ascertain the quantities of materials required 
in order to turn out the volume of goods set out in the Summary 
of Production. Where a system of Standard Costs is in operation 
this will present no difficulty, as the figures will be readily obtain- 
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able from the ground-sheets of the system. Where this is not the 
case, extensive calculations may be necessary, especially where the 
goods pass through several processes and there is often a balance 
carried forward at various stages of production. But an abstract 
of raw materials required per gross or per thousand of all lines 
manufactured is invaluable for factory and costing control, so that 
the labour necessary to obtain the information for the factory budget 
will be more than repaid by its uses for other purposes. 

Here again it will be necessary to prepare summaries of 
materials required month by month, and in this case the low-limit 
of stocks may be considerably greater than that in respect of 
finished goods, if it is necessary to obtain some of the lines from 
overseas. Preferably these summaries should be supported by 
detailed schedules setting out the quantity of each item of material 
required for a given number of the finished products, so that the 
figures may not only be checked back, but definite information will 
be available to show in future periods how the particulars were 
arrived at. 


LABOUR 


Before estimates of labour requirements are attempted, there 
should be a careful study of production methods, routing processes, 
and other matters of organisation of the factory routine that have 
a bearing on the time taken for each operation. Recent articles in 
this journal, explaining costing and time and motion study methods, 
have covered this field very thoroughly. All that needs be said here 


is that, in most concerns, a careful study of methods of production, 
time taken on the various processes, and slack time due to various 
causes, will soon repay the time and trouble taken, and should 
always be undertaken preparatory to introducing standard costing 
methods, or preparing a budget. 

The records kept to show labour hours and expense as appro- 
priated to the various operations, should be sufficiently detailed to 
permit subsequent investigation if necessary. The Labour Record 
should be so designed that it forms an integral part of the system 
used for keeping the time records for purposes of paying wages, 
and provides, at the same time, all the information necessary to 
cost the labour on every batch of material processed in the factory. 
A careful record should be kept of idle time, and its causes 
systematically investigated at frequent intervals. When budgeting, 
it is essential that all preliminary surveys shall have been completed 
to provide the budget officer with reliable and final figures on which 
to base his estimates. For this reason, as well as for effective 
control, regular criticism of procedure, time taken, etc., should be 
encouraged by the management, so that the standards kept on file 
will represent at all times the actual current condition of affairs. 

In the labour budget, provision will be made for a complete list 
of employees required to carry out the production programme, 
with rates of wages for each extended to give a grand total, as well 
as subsidiary totals representing, respectively, male and female 
labour hours and cost, and any other subdivisions usual in the 
particular enterprise. The labour hours reco-d is invaluable for 
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apportioning some of the factory overhead expense, as is also, to a 
more limited extent, the cost of the labour employed. 

In this list of employees, the function of each should be given, 
and, in the case of skilled workers, an estimate of the idle time, if 
any, that is anticipated. 

The labour budget will include, also, summarised statements of 
the time required to produce the goods set out in the Summary of 
Production, to enable the aggregate to be compared with the 
estimate of labour required as shown by the list of employees. 
Unless a system of standard costs is in operation, the 
Summary of Production, the Labour Budget, and the Factory 
Expenses Budget, shortly to be discussed, should be so co-ordinated 
that when all the figures are complete, it will be possible to compile 
complete cost sheets in respect of every product proposed to be 
manufactured. This will then enable a careful estimate of the cost 
of the goods sold to be prepared for inclusion in the Operating or 
Profit and Loss Forecast, which is designed to present, in one 
form, the whole of the budgets viewed from the profit aspect. 


Factory OVERHEAD 
Factory overhead includes such a variety of items that very 
little purpose could be served by discussing them in detail here. 


vary in different plants, but in most cases it will be found that the 
basis is either labour hours or cost, or a combination of these two 
methods, in respect of general overhead; while for power and light 
the horse-power and hours operated will be used, and for rental 
the basis will be space occupied. Workers’ Compensation Insurance 
will be based on labour cost, and Factory Insurance on the value 
of stocks and plant held from time to time. Cleaners’ time will be 
apportioned over the processes on some basis that takes account 
both of space occupied and of any especial needs of various sections 
of the premises. Finally, Costing Salaries will find a place in the 
Factory Budget for overhead expense, and will be allocated between 
the processes, usually, on a flat rate. 

For budgeting purposes all these matters will need to be reviewed, 
before the actual work of estimating commences. As it is very 
easy to spend large sums for general purposes in a factory, and 
see very little to justify the expense, there should be a hard and 
fast rule governing the purchasing of supplies and the authorisation 
of expense. 

It will be the budget officer’s duty to make a separate estimate 
of the total overhead expense rightly attributable to each item in 
the Summary of Production, having regard to the total forecast of 
expense for the factory as a whole, and the bases of allocation 
between the processes or products. Where the concern does not 
manufacture standard goods for stock, but simply proceeds upon 
individual orders, this estimate of expense will naturally be based 
very largely on past figures. But where there is a definite pro- 
duction estimate available, based on the Chart of Sales, the calcula- 
tion of the expenses is facilitated, because past figures are not the 
only guide, but are subject to the volume of production aimed at. 
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Price Control in Australia 


(An address to the Victorian Branch of the Economic Society of 
Australia and New Zealand, on June 28, 1940) 


By Proressor D. B. CopLanp, 
Commonwealth Prices Commissioner 





I understand that many people will accept what I say to-night 
as the pure milk of the word, and it may be quoted against me in 
two or three months’ time. So I want to establish an alibi since 
anything I say which might be quoted against me is to be found in 
orders published in the Commonwealth Government Gazette and 
in letters bearing the signature of the Secretary of the Prices 
Branch of the Customs Department. 


The Objective of Price Control 


First of all, what is the object of price fixation, so called? We 
prefer to call it price control since we do much more in controlling 
prices than we do in fixing prices. Of course the objective in 


= everybody’s mind when the war broke out was to prevent profiteer- 


| ing. One of the things to do in the first few days was to think 


out a reasonable definition of “profiteering” that would hold water 
in a legal order. If you try to define profiteering in that sense, you 
will find that it is quite impossible, because profiteering is a 


) relative term. It is relative to some basis or standard that you 
| have in your minds. We all know what we mean by profiteering, 
» but, when it comes to putting it into a legal definition, it is not 


so easy. Being baffled by a straight and simple definition, I turned 
to consider another approach to the whole problem, and took pre- 
war prices and pre-war profits as the standard. There are, of 
course, many qualifications which I shall make in due course. 
From this we arrived at the idea that any rise in prices above 


= those standard prices had to be justified by increased costs. The 


objective was to limit the rise in prices in Australia to the increase 


) in costs due to the war. That is a much broader, much more 


fundamental, and much more rational objective than a hunt for 


§ profiteers. The profiteers will be thrown into their true per- 


spective if the control operates on the lines suggested by this 
approach. They inevitably come out, because their prices will be 
higher than the prices justified by the increase in costs. 

One of the great difficulties of price control, or price fixation, in 
the past has been the attempt to define a profiteer. It is not for 
me to define a profiteer in the abstract, but it is for me to lay down 
certain standards under which a limit will be set to the prices that 
may be charged by people who have goods and services to sell. 
Of course, even this definition and this approach to the problem 
have their defects because traders have said to us: “In charging 
this price we are not being unreasonable, we are making only X 
per cent. on our capital, we are selling below what we can buy 
the goods from abroad at, we are selling below a price which 
could have been charged and was in fact charged three or four 


= years ago, and yet you say we cannot do it, and the implication 


is that we are war profiteers.” 
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That opens up a very interesting problem because it suggests 
that price control is something very much more than the mere 
exposure of those who seek to profiteer because of the circumstances 
of war. We merely adopted the standard that the business world 
had adopted before the war, subject to one or two qualifications. 
We said: “Prices may rise according as costs have increased; any 
rise in price which is not justified by an increase in costs and which 
has not been permitted specifically on other grounds is an 
illegitimate rise in price.” So, our definition of profiteering, if you 
will look on price control from the point of view of profiteering, is 
taking a profit derived from a price which is in excess of the 
increase in costs since the war broke out. 

“But,” many have said, “why accept the pre-war standard as 
basic, fair and reasonable in all the circumstances?” Well, we do 
not. We say that if the basic price, that is the price ruling on 
August 31, did not bring a fair return to the producer, or if it 
imposed an undue burden on the consumer, we would take power 
to vary the basic price. We kept that problem quite distinct from 
the problem of the increase in costs. Unless we gave specific 
approval to the variation of the basic price, no person should be 
selling commodities at a price in excess of his price on August 31 
by more than the increase in costs which he had experienced. 


Basic Price and Rise in Costs to be Distinguished 


That is a very simple proposition. We must distinguish between 
the variation of the basic price and the additions to the basic price 
on account of increased costs. If we do not distinguish those two 
things, then we are only confusing ourselves and the business world. 
It is of no use for any industry or company or individual to come 
to us and say: “We put our prices up because we were not making 
profits on August 31.” However reasonable or desirable or justifi- 
able that was, it is not allowable without permission from us. 
For better or for worse, there can be only one final authority who 
will decide whether the price was reasonable or not on August 31. 
That authority may be a tribunal, as it is in some countries, or an 
individual, or a Minister. 

Now, it is not for you to say that your price was too low or too 
high ; it is for the authority constituted to say that, and that problem 
must be kept distinct from the problem of varying the price on 
account of increased costs. We have had many disputes about this; 
but we have been able to establish this working principle. If a 
company or an individual raises the price beyond what is justifiable 
on account of increased costs since August 31, he has to go back 
either to his August 31 price or to the price which is justified by 
increased costs before he can get any redress. That is the only wav 
in which you can establish order out of chaos. You must distinguish 
between the right to vary the basic price and the right to add to the 
basic price because of increased costs. If you do not distinguish 
between those two things, you will be in a fog throughout. As soon 
as a company applies to us on the ground that its basic price on 
August 31 was too low, we are quite ready to listen to argument. 
and to make a determination according to what we think is right; 
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and, after all, you can only bring judgment to it, and that judgment 
may be wrong either way. The Commissioner is going to be wrong 
sometimes, whatever he does, however wise he may be, whatever the 
information he has, and however excellent the advice he has. But 
suppose he gives a price which is so low that the company con- 
cerned is still struggling on a difficult profit margin. Such a 
company still has the right to seek a review of the basic price, and 
the consumer still has the right to say that the price fixed is too 
high, and to present his arguments. Of course they cannot be 
considered and a decision given over-night; but, if the right facts 
are given, and in the simplest form, there is not a great deal of 
difficulty in ultimately deciding whether the original decision was 
too high or too low. The system under which we operate is certainly 
sufficiently flexible to allow for a variation in the basic price. It is 
not desirable to force people who were producing at a loss before 
the war to continue to produce at a loss. We have never attempted 
that, and we have no desire to fasten that sort of arrangement upon 
business. 

We arrive, therefore, at the simple proposition that you add to 
your basic price your added costs. If your basic price was un- 
satisfactory on August 31, you have redress, because you can 
approach the authorities and obtain a variation of that price, but 
that problem must be kept distinct from the problem of adding 
costs. You can also obtain a variation of your gross profit margin, 
which is another source of relief, and actually, of course, comes out 
in the price that is charged. Further, if the gross profit margin 
was too low or too high, it may be varied. There is a great deal to 
be said about gross profit margins, but I mention them at the 
moment only to show that, in varying the basic price, we do look 
at the gross profit margin as well as at the net profit. But we look 
at the gross profit margin very much more thoroughly in other 
connections. 

Price Control Superior to Price Fixation 


The next point about the system of price control that we are 
operating is this: I refer to it as price control and not as price 
fixation, because in fact we do not fix many prices. We control 
them; and, as far as possible, we let business fix its own prices, 
subject to the conditions laid down in this fundamental order, which 
was originally order Number 2 published on October 6 and was 
subsequently amended and consolidated in Prices Order Number 
100 on February 20. This Order is only a little over four pages, 
and covers almost every problem that has to be considered by the 
business man in fixing his prices. Prices Order Number 2, 
published exactly four weeks after we started work in Canberra, 
has in fact covered almost every conceivable problem with which 
we have been confronted in price control. So far, we have not had 
any problem fundamental to price control which is outside the 
scope of the Order. It does, in fact, prescribe the conditions under 
which prices may be varied for all goods, for importers, for local 
manufacturers, for wholesalers, for retailers, for proprietary lines, 
and for goods on consignment, and it gives the conditions under 
which the basic price may be varied, and so on. It contains all the 
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provisions about averaging which has now become, I hope, the 
standard method of every business house in Australia. 

Averaging was common practice before we began to operate, 
although the business world pretended that it was not done, and 
that they always got “replacement cost.” One group of business 
men confessed that it was an academic idea that they could get 
replacement cost. Yet I was told that averaging was an academic 
idea, and when a business man uses the word “academic” believe 
me, you know exactly what he means. I will concede, of course, 
that he would have got much closer to replacement cost without 
the rigid enforcement of averaging. Anyway, for whatever it is 
worth, the averaging system is working, and it is prescribed in 
this Order. 

We did not want to fix all prices, and we had a great deal of 
luck. I do not know who was responsible for the idea that goods 
should first be “declared” by the Minister, and that afterwards 
their prices should be fixed by the Commissioner. It was a very 
good idea. Now we have a system in operation under which a 
commodity not “declared” is not subject to legal control, but it is 
subject to other forms of control which are very much more 
important. It is only in the commodities which are declared that 
there is a legal maximum price. We can declare everything by a 
stroke of the pen. The Minister, by a four-line Order in the 
gazette, could declare everything under the sun, but what a job 
he would create for us. So we said “We will declare those things 
which are fundamental, which are at the base of the whole economic 
structure, which are the absolute necessities of life to the people, 
and those things which we find have to be rigidly controlled,” and 
so our declaration of commodities was limited in the first instances 
to the more fundamental things and to the things which were the 
basic necessities of life. 

We have extended the declarations gradually and guardedly in 
two ways. First, we have declared commodities which the 
producers wanted declared because they wanted to produce a 
certain amount of order out of chaos. The other declarations we 
make are those where we have to establish rigid control over 
people, so that the declaration of commodities becomes a sort of 
penalty, if we want to make it so, and it is a very useful penalty 
to hold in reserve. We can declare a commodity for the whole of 
Australia, we can declare it for an area, a whole State, a 
city or a town. We can declare it for an individual, and it is a 
most valuable weapon to have, because you can in that way 
ostracise a person who has not been playing the game. Now, that 
is a very great power to give to anybody, but the very fact that 
one has that power makes one hesitate to use it, and I have only 
on two or three occasions in the whole of my experience all 
over Australia had to apply it. 

Any man who is victimised, or thinks he is victimised, can 
state his case for review. He can put it to the Minister, who can 
compel the Prices Commissioner to make a report which can be 
made public. That, of course, is a double-edged weapon. It 
might be against the Commissioner or it might be against the 
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individual who makes the complaint; and naturally we would not 
take any strong action against any individual unless we had 
absolute assurance that our action was justified. 

Sometimes an individual wants his commodity declared because 
he wants the basic price raised, and he wants the world to know 
why he had the basic price raised. So the declaration is not in any 
sense a penalty: it might actually be an assistance. It works both 
ways, and you never know whether the declaration means that the 
man has been pursuing a policy which he was not entitled to pursue, 
or that he has been producing at a loss. But the business world 
knows it, particularly the people in his own trade, and they do not 
forget to tell him so. 

I want it clearly understood, then, that commodities are 
declared for a whole variety of reasons. Such a variety of circum- 
stances operates under a prices system that you cannot reduce 
them to rigid and elementary formulae. Allowance has to be 
made for the different conditions that are operating in the various 
industries, and within different companies in the same industry. 
Our orders have attempted to do that, and the averaging order, 
Order Number 100, provides a very flexible arrangement. An 
individual may average, or a group of individuals may average 
if they are representative of the trade as a whole. A number of 
lines in any one industry may be averaged by selecting standard 
lines and “indicator” businesses in any industry. 

To condense the story, we claim with some confidence that 
we produced order out of chaos, and that we took certain firms 
and certain standard lines, and found out what was the increase 
in costs for those firms on the average, and for all the commodities 
that we took as the standard commodities. If the percentage was 
5, or 4, or 6, then, in agreement with the trade, we applied that 
percentage to the commodities concerned uniformly throughout 
Australia, and that is the maximum price, and until a new deter- 
mination is made it remains the maximum price. I do not say that 
there are not dissatisfied individuals, but they were there before 
the Prices Commissioner began to operate, and they will be there 
when he finishes, but they are the unreasonable people and you 
find them in every trade. 


Method of Averaging and its Variations 


Now, under the averaging system there are many variations 
that we can adopt. We can, for example, take a trade as a whole 
and we can make a determination to-day which may be slightly 
against the industries concerned, and they have then, let us say, 
2 per cent. to their credit. When the next averaging comes along, 
that credit is taken into account at the next determination. Their 
costs may have gone up 4 per cent., but they have this 2 per cent. 
up their sleeves, and on the next occasion, perhaps, to give it to 
them in round numbers, we give them 5 per cent. by agreement. 
They have still 1 per cent. in reserve, as it were. The next time 
they have a 4 per cent. rise in cost, and they get a 5 per cent. 
The averaging system actually does work automatically. You 
cannot get an error in it unless your arithmetic is wrong, and we 
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have come to the conclusion that you do not need a vast and 
heroic business experience to be good at arithmetic. Of course, 
an industry is not entitled, unless it comes to us, to do more than 
work under this averaging system as defined; but most of the 
bigger industries get their decisions on the lines I have indicated 
to you. 

So the averaging system was a good “rough shot” at a com- 
promise between what the consumer wanted, that was sale at cost 
plus profit, and what the industries wanted, which was sale at 
replacement cost. The averaging system was half-way between 
the two, but it was better than that because it was flexible. It 
could be worked individually, it could be worked in an industry as 
a whole by representative bodies, it could be worked in a vast range 
of commodities by the simple method of index numbers with which 
we are all familiar. It is possible to take “indicator” lines and 
“indicator” firms, and to apply to the whole trade the results to 
be found in those representative lines in those representative 
industries, and I think it is because of its flexibility that it has 
been successful so far. 

I have referred to basic prices, and there is no need for me 
to say any more about that. Not all of our work is done by rigid 
orders in the gazette or by rigid determinations. In many cases 
we have informal arrangements with industries, an exchange of 
correspondence, after examination of all the facts. I have, for 
example, in the past ten days been in touch with one major 
industry which is affected by rationing. It is not “declared”; but 
any variation of its rates or prices that may be made will be in 
accordance with the informal arrangement we have with it. I 
want to make clear that it is not necessary to declare a commodity 
to gather all the facts about it. We are entitled to investigate any 
industry and any service, to examine all the records and call for 
any books, papers, and documents, whether the commodity has 
been declared or not. It is not a matter of legal declaration; it is 
not a matter of the Minister directing us to do it at all. Under 
the regulations the Commissioner and his staff are entitled to make 
any investigations whatsoever. They have, in a word, all the 
powers of a Royal Commission to obtain information on any 
industry and any commodity and any service, so that our informal 
arrangements are based upon a fairly complete knowledge of 
what is going on in a particular industry; and we have found that 
most industries will reveal the whole of the facts to us. 

We make a good many informal arrangements. Let me illustrate 
by one example. Sulphate of ammonia is produced in Australia. 
We produce about half our requirements and we import the balance. 
The imported material has risen substantially. There has been 
very little change in the cost of production of the local material. 
Now we could not fix the price of imported sulphate of ammonia 
at the cost of local production, and we could not allow the local 
producers to sell at the level of the imported costs, so we made 
an informal arrangement under which there was a pool. Both the 
local and the imported materials were put into a pool, and there was 
an average price struck for the lot. The importer was paid his 





te Uae Neo 


one 
Nas 


ied ts 


ao 





194 


ful 
cot 
hal 


bee 











jor 


4 


ao 


noo er onrna 


an be Oo 


—P le 


awn om oO 


“3 
| 


sa tag) oe 











THE AUSTRALIAN ACCOUNTANT 387 





1940 


full cost, the local producer was paid his full cost, and the 
consumer got his sulphate of ammonia at a rise in price about 
half of what he would have had to pay had this informal arrange- 
ment not been in operation. That is just an example of what has 
been possible under our system, and it is not because of the powers 
that we have so much as the reserve powers that are lying there 
to be used if and when required. 

The business world has co-operated with us very fully in this 
sort of arrangement. The tin pool is another example. We have 
been able to arrange with the smelters of tin in Australia to main- 
tain a price for tin which at the moment is below the world price, 
but which when we started was above the world price, to pay a 
guaranteed minimum price to the producers of tin scattered 
throughout the whole of Australia, and to accept a margin of profit 
for the smelters as suggested and determined by us. We could 
exercise after the proper declarations from the Minister all the 
legal rights to do these things. My view is that they would not 
be done nearly as well as they can be done if you have the patience 
to secure a voluntary agreement with the persons concerned. It 
was not easy in the case of tin, because of the great variety of 
producers in the tin industry of Australia. Tin smelting has 
never been under control before in Australia, and yet it is now 
working very happily and very satisfactorily. That arrangement 
was made for two reasons—(1) to give the producer of tin in 
Australia a reasonable price, and (2) to prevent the home 
consumption price of tin from fluctuating should tin go to very 
high levels abroad, and it has done that. The price of tin when 
we made this arrangement was about £238 a ton. To-day, it is 
about £275. So, while the conditions have altered, yet we have a 
stable price of tin in Australia under an entirely informal 
arrangement. 

Gross Profit Margins 


I come now to the very vexed problem of gross profit margins, 
and here I am afraid we are guilty of some heresies. We take the 
view that the general cost structure in Australia will not rise in 
conformity with the rise in costs in some other countries, such as 
Great Britain. We may be wrong about this. If we are, then 
we will have to alter our ideas about gross profit margins, and 
we have very flexible ideas about many of these things. 

Let me state our ideas about gross profits margins. Briefly, 
this is the position as we see it:—A small rise in price for a 
commodity does not make any difference as to the percentage 
gross profit margin that should be added; but, when you get into 
high figures, such as 30 per cent. or 40 per cent. rise in the landed 
cost of an article, which is sold on a gross profit margin of 50 
per cent., then we say that the Australian consumer is entitled to 
a certain amount of protection and that the percentage gross 
profit margin should be reduced. The reasons are, we think, 
adequate. Suppose the commodity costs £100 to land, and is 
sold at £150, that is 50 per cent. gross profit margin. Suppose 
that it costs £140 to land, if you add your 50 per cent. gross profit 









388 THE AUSTRALIAN ACCOUNTANT JULY 


margin, you add £70 instead of £50, and you sell it at £210 and the 
seller now receives £70 for every article he sells instead of £50 as 
formerly. His costs have not gone up in that proportion, but he 
will say that his turnover has fallen. That is perfectly true, but it 
has not fallen to such an extent that he is entitled to get £70 gross 
profit margin where he formerly got £50 in a country where the 
ordinary overhead costs have not gone up very much. We do not 
suggest that he should get only £50; we are prepared to give him 
something, and it is a matter for argument and discussion. It may 
be £55, it may be £60, but on no account will it be £70. On no 
account will he be allowed to add his 50 per cent. gross profit 
margin on an imported article for which the landed cost has risen 
very greatly. 

That may be a wrong view, but we have accepted it on the 
ground that we want to reduce the effect on Australia of rising costs 
overseas. To use the words of the late Prime Minister of 
New Zealand, we want “to insulate the Australian economy against 
higher world costs and prices” as far as we can. I cannot give 
you any other standard rule for gross profit margin than that. It 
is a matter entirely for negotiation and discussion, and it is 
exceedingly difficult to lay down any general rule. The only 
general rule that we will not accept is that you may add the full 
percentage of gross profit margin on an article for which the price 
has risen considerably. 


“Pyramiding”’ of Transactions 


Then we have a number of problems connected with what we 
call the “pyramiding” of transactions. If the world of business 
was a simple world, you would have importer, wholesaler, retailer, 
consumer, manufacturer, sometimes wholesaler between retailer 
and consumer ; there would be no brokers, no great bloc of whole- 
sale dealers in between the producer and the consumer. It is not 
for me at this moment to say whether this is right or wrong. In 
war time, when you have to get back to the simple and elementary 
things, there is only room normally for one wholesale transaction. 
Our reason for that view is that if you have more than one whole- 
sale transaction, except for certain purposes which I will specify 
in a moment, you are only indulging in a pyramiding of costs to 
the consumer with intermediate profits that are of no benefit to the 
producer. 

These things take place in commodities which are scarce, and 
there is nothing like war to make commodities scarce. In the last 
war many commodities were subjected to 10, 15 and 20 whole- 
sale transactions between the producer and the consumer, and some 
of the wholesalers came in once, or twice, or three times on the 
same commodity while it was in transit from England to Australia. 
We think that we can reduce that evil to a negligible quantity, 
and we do this by Regulation 19, which very few people seem to 
understand. However, Regulation number 19 is about to be 
amended. I have not published the amendment yet because when 
I finally worked it out, after listening to many views and thinking 
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out the formula, it seemed to me to be so simple that it just could 
not be true. On reflection, however, I think it is. Briefly, it 
states that there shall not be more than one wholesale transaction 
at a profit without permission. We shall be able to grant that 
permission on a set of principles. For example, if a wholesaler 
is short of a commodity, he is entitled to get it from another whole- 
saler, and the other wholesaler is entitled to his profit for being 
prudent and having the commodity. But the man who is impru- 
dent, although he may be entitled to a profit, is not entitled to as 
large a profit as the normal wholesale profit. So that if the 
maximum wholesale price was normally x, and the wholesaler 
had to buy from another wholesaler, he may be able to sell it at 
x plus y, where y is a small quantity to be defined. 

Unfortunately the present Regulation 19 was devised, as all 
these regulations had to be devised, rather hastily. The regula- 
tions were gazetted on September 26. I went to Canberra on 
September 9. Fortunately I had other people there to assist me, 
notably my colleagues, Sir Marcus Clark and Mr. A. McK. Hislop, 
and the regulations were not a bad shot, as it turned out. Some 
things we have had to amend, and generally our amendments have 
been on right lines. 

Regulation 19, on this question of wholesale transactions, was 
an exceedingly difficult one to frame, and only now have we been 
able to draft it in a form which will be clear and simple and which 
we will be able to control reasonably well. That is a great improve- 
ment on the regulations in operation in the last war. In the last 
war, price control consisted of fixing the retail prices of things, 
and that was the wrong place at which to start. You must start 
at the foundation. The retailers as a whole will tell you that there 
are so many of them that they compete with one another too much 
for the good of their own souls, so that we reckon that, with a 
certain amount of control over them, beneficent more than any- 
thing else, we can let retail prices normally look after themselves. 


Control at the Base 


Price control must go to the foundation—that is the important 
place—to the importer and the producer and the wholesaler, and 
we must take very much more care over the regulation of their 
prices than we do over the retail prices. But we do not assume 
that the retail price is under no control at all. As a matter of fact, 
the retailer is given seven lines in the Order, but they are very 
clear and very explicit. The goods come to the retailer from the 
importer, from the producer, from the wholesaler, normally, or 
they may be proprietary lines or consignment goods. The retailer 
is entitled to sell at cost plus his normal profit. His normal profit 
does not mean that he is to add the same gross profit margin to 
everything. He can go on with his ordinary business. A retailer 
of drapery will find that blue frocks are in demand at one time of 
the year or one season, and pink in another season. The owner 
of blues can get his extra profit, he marks them up a little more, 
and it is just the bad luck of another man that he has all the pink 
frocks and has to sell them at a very low price. You cannot control 
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that. It would not make life worth living for the consumers if 
you did. 

This is fundamental in a democratic structure. The consumer 
feels that he has very many inherent rights, and one of those rights 
is to believe that he is in the fashion because he has paid a bit 
more for a thing than he otherwise would. If he is prepared to 
pay that, it is no concern of ours; but what is a concern of ours is 
that the retailer on the whole shall sell his goods at cost plus 
normal profit over the whole range of his goods. 

Then we have representative bodies in different industries. 
Any body of traders can come to us as a representative body if 
they establish their bona fides. They must be representative of 
a very large section of the trade; and, if they have been operating 
in this capacity in the past, so much the better. We have to be 
very careful that we are not recognising a monopolistic group, 
but that we are merely recognising an association which is repre- 
sentative of the trade as a whole. Many people, many industries, 
come to us in that capacity, and we have altered their fundamental 
formulae for fixing prices in quite important ways, but, generally, 
by agreement. The fact that they discuss the whole trade with 
us does not mean that we just dot the “i’s” and cross the “t’s” in 
what they have been doing before. The whole matter is examined 
de novo, and a satisfactory arrangement is arrived at. 


Effects of Banking and Financial Policy 


There are just two points with which I will conclude. One of 
them is fundamental to price control, and that is that banking 
policy and public finance shall not be such as to render price control 
ineffective. If you have a violent expansion of credit, naturally 
you will get rising prices, no matter what sort of price control you 
have in operation. This does not mean that you should have no 
expansion of credit at all, but you have to try to judge your credit 
and banking and public finance policy so as to maintain such an 
expansion of credit as will provide for any net expansion of 
employment that is available, whether it be unemployed who have 
to be taken into work, or whether it be the annual absorption 
of young people coming into industry. If you go beyond that you 
are in danger of expanding credit too far, and of reaping the 
full effects of inflation. 

Up to the present time I think the Commonwealth Government 
has managed its banking and public finance policy most skilfully 
from our point of view. That is one of the breaks in our favour. 
In the last war that was not so. No country in this world avoided 
inflation in the last war, and if you had had all the Prices Com- 
missioners in all their glory it really would not have made any 
difference. The price level would have risen, not as much as it 
did, but it would have risen. 


Why Costs Rise 


The other matter that I want to mention is that there are three 
main reasons for the rise in prices that is taking place in Australia. 
The first is the cost of imported goods, the second is the cost of 
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exported or exportable goods which are used for local consump- 
tion, and the third is the added cost of shipping freights and other 
services due to conditions outside the first two I have mentioned. 
We have no exact figures, but very roughly the average increase 
in the landed cost of imports is not less than 35 per cent. since 
the outbreak of war. That is a substantial figure. The average 
increase in exportable goods is about 23 per cent., again a substan- 
tial figure; but, for one reason or another, that 23 per cent. has 
not had its full effect upon local costs. Butter is a fixed price 
internally, flour and bread are more or less fixed prices internally, 
sugar is a fixed price internally, dried fruits to a large extent are a 
fixed price internally, so that the rise of 23 per cent. in export 
prices can be broken down in its effect on the internal cost structure 
to a rise of possibly 15 per cent. Then you have the other main 
factor which comes down to the rise in shipping freights round the 
Australian coast of the order of 10 per cent. I might mention 
here that all services come under the control of prices authorities. 
That is different from the position in the last war, and, as a 
matter of fact, this is the first occasion on which the shipping 
companies in the interstate trade have been under public control 
in this sense at all. I am not going into the reasons of the rise of 
10 per cent., but it was due very largely to the incidence of war 
risk insurance. 

So, we have these forces, lifting up the cost structure; we have 
35 per cent. on all imported goods on the average, we have this 
15 per cent. on account of exportable goods, such as wool, which 
are used in local consumption, local production, and then we have 
the shipping costs. I am not going through the details of how 
you can work them out, but the effects of these forces of which 
I have been speaking will give you a rise in internal costs of the 
order of 10 per cent. to 15 per cent. ultimately. They spread out 
throughout the whole community like a river flowing out into 
the sea in a wide delta. They gradually diffuse the rise and they 
are more tenuous as they spread. An original cost of 35 per cent. 
spread gradually over the internal structure is not 35 per cent. 
on the whole. We have ways of working this out by mathematical 
formulae and certain assumptions, and it is, we think, between 
10 and 15 per cent. Now you cannot prevent that rise ; you cannot 
absolutely insulate the Australian economic system against certain 
influences from the world outside, and anyone who sets out to do 
it does not understand the world of economics as it really is. So 
you must assume that the war is going to cause some increases 
in costs and prices in Australia, as it does in every other country, 
and no system of price control can prevent that. A system of price 
control can, however, limit it to the actual increase in costs of 
which I have been speaking. 

— The Extent of Price Increases 

That, in a word, is the objective of our system of price control, 
to limit it to those increases in cost. Up to the present we have 
been moderately successful. It is not fair to compare England 
and Australia, because the English economic system is much more 
subject to world influences than is the Australian economic system ; 
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but the British wholesale price level of basic commodities has 
risen by the order of 35 per cent. In Australia, taking the most 
adverse view, it is 10 per cent. ; taking the most favourable view, it 
is about 6 per cent. It all depends which index number you 
use. The newest index number makes it 10 per cent., and, as I 
am interested in progress, I am afraid I must take the 10 per cent. 
That is the upper limit. But if I turn to Canada, which has an 
economic system not unlike our own, I have better ground to 
work on. In Canada the rise in wholesale prices was 14 per cent. 
to the end of April as compared with a maximum rise of 10 per 
cent. in Australia. In a way Canada is more favourably situated 
than we are, because she can get so many commodities, such as 
petrol, from the United States on the same dollar basis, whereas 
we have to import them. Canada also has an advantage in 
regard to freight rates. 

It is not fair to compare England and Australia as to retail 
prices; but, as the comparison is so satisfactory to Australia, you 
must let us have our moment of glory. The Australian cost of 
living index was a rise of less than 3 per cent. at the end of April; 
the United Kingdom was 15 per cent., but, if I return to Canada, 
which is a more satisfactory comparison, you get a rise of 
5 per cent. in Canada, as compared with under 3 per cent. in 
Australia. Neither 3 nor 5 is in the absolute a very great figure, 
but there is a great difference between a rise of 3 per cent. 
and a rise of 5 per cent. 

This rise in the cost of living is in part due to entirely local 
conditions, although the local conditions have, on the whole, been 
in our favour. In the last war there was a very bad season at 
the outbreak of the war, and that caused a great shortage of certain 
commodities. This war opened with an excellent spring, followed 
by a very dry summer and autumn; but it did not create the many 
difficult problems of the bad season in the first year of the last 
war. Still, it did create some. AA critical case was potatoes, 
which you mention almost with bated breath in Australia. We 
had a rise in the price of potatoes so great that an increase of 1°9 
per cent. in the cost of food and groceries between April and May 
was due to the extent of 1:48 per cent. to the rise in the cost of 
potatoes. That is quite reasonable if you look at all the figures and 
the place that potatoes occupy in the index number and in the 
standard of living of Australia. There was, then, a very substantial 
rise in potatoes, yet you could not accuse the Prices Commissioner 
of being neglectful if that sort of thing happened. 

On the other hand, it is just as well to bear in mind the fact 
that the Prices Commissioner himself cannot take any great credit 
for a fall in the cost of living if it happens to be due to a fall 
in the price of potatoes, so that it works both ways, and, being 
reasonably honest, we have to recognise that fact. In conclusion, 
the subject of price control is one of very great scope and very 
great complexity; and, as those of you who have followed what 
has been happening in price control well know, I have not by any 
means touched upon more than a limited number of the problems 
which come up for consideration and decision. 
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The “Fringe System” of Check Figures 
By P. C. LANG, A.1.C.A. 


Among the things which have had to go down before the march 
of mechanisation in the accounting field, is the use of “check 
figures.” These figures were of great assistance in large businesses 
when hand-written records prevailed. They also functioned to 
advantage in many smaller offices, but have now almost entirely 
disappeared from book-keeping routine in Australia. 

The modus operandi of the “Fringe System” is worth recording. 
Amongst those unfamiliar with its operation, there may be some 
who have use for it, while the record might also prove of interest 
to students at some future time, serving to illustrate how human 
ingenuity had to function in pre-machine days. 

A simple explanation of the system is as follows: 

Against every amount entered in the books of account, is 
placed a check figure. This figure, which must be one of the 
numbers, one to twelve inclusive, is calculated on the £. s. d. of 
the amount against which it is set. 


The formula for the calculation is: (G+ shillings — pence) 


Example: 
£16 4 6 

Halve és. 2| 16 

8 
+ shillings + 

12 
— pence 6 
Check figure 6 


The result so obtained is used in proving the accuracy of 
additions and postings. 

In most cases where the system is in use, a special column is 
is provided outside the ordinary money columns to carry the 
check figure, thus: 


16 6 














+| 6 








Where the books are not specially ruled, the custom is to write 
the figure against the amount checked in the manner following: 
16 4 68 


As has been stated, the formula (F + shillings — pence) is 


required to give a resulting figure not greater than 12, but of 
course this will not always happen without a further operation. 
That is to say: if the result be greater than 12, it will need to 
be brought within the required limit, by dividing by 13. The 
— from such division will then constitute the check 
gure. 
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To take an example: £54/6/4. 

Applying the formula produces a result of 29. As 29 is greater 
than 12, it is divided by 13 and leaves a remainder of 3, the 
figure needed. 

When only a single £ is involved, and in any case where the 
£s. cannot be evenly divided by 2, the number 13 must first be 
added, so that an even division can be made. 


Example: 
£1/4/6. 

£1 
Add 13 
Halve 2| 14 

7 
Add shillings 4 

11 
Less pence 6 
Check figure 5 








Having demonstrated the method of arriving at the check 
figure, the next step is to apply it as a check on the amounts to 
which it relates. 

Example 
To prove the following addition: 














54} 6] 8]/ 12 
104} 3] 8 8 
178 | 2] 9 + 
336 | 13 1 |} 11 








In the above example, the check figure is worked on each item 
in the “sum” and placed against the relevant amount as shown. 
When the addition is made, it is found to total £336/13/1, and 
the check figure on that amount comes out at 11. 


W orking : 
2 | 336 
168 
+ shillings 13 
181 
— pence 1 


Divide by 13 | 180 





13. Remainder, 11. 
The proof is obtained by adding the check figures themselves, 
which total 24. As 24 is greater than 12 a division by 13 is 
made, leaving a remainder of 11. This figure being the same as 
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that worked on the total sum £336/13/1, proves the correctness 
of the addition. 

The working of the system might appear to some, to be very 
cumbersome and involved. To those who have not had experience 
with check figures it might also seem like an invention lacking 
in utility, and that a simpler method of check would be merely 
to go over the addition a second time. Actually it is very prac- 
tical and efficient. When a bookkeeper has used this system 
for even a short while, he becomes very proficient in the 13 
times table and also, without any computation, quickly comes 
to know the check figures for those amounts which occur most 
often. He will also take little or no extra time on his work 
beyond what he would otherwise. 

The example worked above demonstrates how the check 
operates to prove an addition, but it is perhaps more effective 
in proving postings. 

The routine in this regard is as follows: 

In the books of prime entry, a column as illustrated above is 
provided for the check figure, but no entry is made therein until 
the posting is made to the ledger. As each item is posted, the 
check figure is calculated on the amount actually posted and is 
entered simultaneously in the appropriate columns of both ledger 
and subsidiary book. As will be seen, this procedure enables an 
error in posting to be detected. 

Assuming that the items above totalling £336/13/1 represent 
cash receipts which have been duly entered in the cash book. The 
next step will be to post these items. £54/6/8 is credited to a 
ledger account, the check figure is computed on the amount so 
posted and is found to be 12. This figure is entered against the 
amount in both the ledger and cash book. Similarly with the 
other items. When all the entries in the cash book, or any page 
of them, have been posted, the check figure column would be 
added, and if the postings be correct, the figure obtained from 
that addition will agree with the check figure for the total of the 
money column. 

If, for instance, £54/6/8 had been posted as £54/16/8, the 
check figure on that amount, 9, would have been entered both in 
the ledger and in the appropriate column of the cash book. When 
the check column was added later the result would be 


9+8+4 =4, leaving 8, remainder and check figure. 


As this figure should have been 11 to agree with the check on 
£336/13/1, it is evident that some amount has been wrongly 
entered. The error will be found by “checking” the check figures 
against their related amounts, when the wrong posting will 
show up. 

Then, as regards the ledger account itself, after all postings 
have been proved and a balance is required to be taken out: 

A ledger account might appear as follows: 

Cr. 
6 | 8 |} 12 


we | 6 | s4 
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the balance of which would be £53/19/5%. When extracting this 
balance the book-keeper would work his check figure on the 
amount of £53/19/5 and would find it to be 8. At the same time 
he would subtract the check figure 12 from 7, which is done by 
adding 13. The result is 8, and proof of the correctness of the 
balance. 

(Note—In all cases when a subtraction would otherwise result 
in a minus quantity, 13 must be “borrowed,” as in the foregoing 
example. ) 

This note indicates the more general uses which can be made 
of the system described, but its usefulness can be enlarged accord- 
ing to the ingenuity of the user. 





Criticism of a Balance Sheet 
By R. E. O’NEILL, A.1.¢.A., A.C.1.S. (ENG.) 


(A lecture delivered to Commonwealth Institute Students’ Society, 
N.S.W. Division) 


Asked what a balance sheet is, an accountant will come pat 
with the answer: a balance sheet is a classified summary of all 
the balances remaining in a set of books after those relating to 
Trading and Profit and Loss have been collected into one account, 
so arranged as to show the assets and debit balances upon one side, 
and the liabilities and credit balances upon the other. 

An accountant will not cavil at that definition. It is technically 
accurate. But to-night I want you to look at the balance sheet 
from the other man’s viewpoint—the other man who is not trained 
in the technicalities and conventions of accounting, but who, 
usually, is more vitally concerned than his accountant with what 
a criticism of his balance sheet can reveal. That other man is 
the business man—the hard-working manager, the hopeful creditor, 
the careful investor, or the credulous shareholder. To him the 
balance sheet is an index of the internal activities of his business. 

To such a man the accounting definition of a balance sheet is, 
more often than not, meaningless. He has not—nor should his 
accountant expect him to have—the knowledge of technical terms 
necessary to a full comprehension of that definition. To drive 
home this point I might quote a writer in The Times Financial and 
Commercial Supplement, who described a balance sheet as “a 
miracle of diabolical ingenuity, specially designed to bewilder the 
inquirer and to obstruct any desire that he might entertain to 
arrive at a correct conclusion concerning the position of the 
property which it ostensibly purports to make clear.” That state- 
ment refers particularly to the published accounts of public com- 
panies and, though it is somewhat reckless, Australia is not without 
examples of published accounts which might provoke the critic 
into a similar outburst. 

My point, however, is that when you as an accountant are 
analysing and interpreting a set of final accounts for a layman, 
you must approach the problem from his viewpoint. Only then 
will you be able to give facts and offer suggestions in a form that 
will be useful to him as an aid in the sound, practical administra- 
tion of his business. 
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Comparison Essential 

For this reason, I think that it will be more informative if we 
deal with our subject from the point of view of the commercial 
accountant rather than of the public accountant. For it is a duty 
of the efficient secretary or accountant to present management 
with financial data and to help with its interpretation from a 
management angle. With this as our object you will appreciate 
that we cannot confine ourselves merely to the balance sheet, but 
must also consider the Trading and Profit and Loss Accounts. 

Now the whole secret in the interpretation or analysis of 
accounts lies in the comparison of relationships. You must com- 
pare related figures. It is, for example, of no value to note that 
debtors have increased by £1000. You must relate debtors to 
credit sales before you have any useful information. If the per- 
centage of debtors to credit sales is less this year than last it is 
an indication that the credit and collection department has not 
relaxed its efforts. And it is the translation of accounting per- 
centages and ratios into language of that kind that is of most 
interest to the person untrained in accountancy. 

But before any comparisons can be effectively made the accounts 
being analysed must be presented in an informative way. The 
various items must be classified and grouped intelligently and the 
individual accounts must be prepared on a basis consistent from 
year to year. No doubt in preparing for your examinations you 
have been thoroughly schooled in methods of preparing financial 
statements and I need not weary you with that detail. 

We next have to decide what types of comparison may be made. 
If you have available only the accounts of one period you can 
compare one item with another in the balance sheet; or one item 
with another in the Trading and Profit and Loss Accounts; or 
the interrelation of one item in the balance sheet with a relevant 
item in Profit and Loss. Where accounts for a number of periods 
are available you can also read the trend of changes in the business. 


A Plan of Analysis 
The business man is interested in what his accounts can tell 
him from two main aspects: the result of his trading activities or 
the profit-earning capacity of his business, and his financial 
position. A plan of analysis which will embrace those require- 
ments is: 
(1) In examining the trading activities, consider— 
(a) Relation of gross profit to sales. 
(b) Rate of stock turnover. 
(c) Relation of expenses to sales. 
(d) Proportion of debtors to sales. 
(e) Trade creditors and purchases. 
(2) In determining the financial position consider— 
(a) The ability of the business to finance its activities. 
(i) Working capital position. 
(ii) Liability to creditors. 
(b) The fundamental stability of the business. 
(i) Investment in fixed assets. 
(ii) Safety of proprietors’ funds. 
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Gross Profit Percentage 


Coming to the first item—relation of gross profit to sales— 
under trading capacity, we are forcibly reminded of the impor- 
tance of my earlier remarks that accounts must be intelligently 
presented and consistently prepared. For instance if, in a retail 
concern, the basis of valuation of stocks is altered, then the basis 
of arriving at cost of goods sold is affected with the result that 
the method of measuring gross profit is also different. 

Now it is most important that gross profit be determined on a 
consistent basis because it is a dividing line between the produc- 
tion or merchandising functions and the administrative functions 
of a business. Having properly ascertained the gross profit we 
then express it as a percentage of net sales. It will be found that 
the gross profit percentage of the average business remains steady 
from year to year, and it is therefore useful to compare it with 
the percentage made over a number of past years. 

If the gross profit percentage has fluctuated sharply downwards 
there are four possible explanations: 


1. Either too much has been paid for goods or there has 
been over-buying. 

Bad selling—prices have been cut too much. 

The receipts for cash sales have been stolen, or credit 
sales wrongly charged. 

4. Stock has been stolen or improperly taken. 


A gross profit percentage above average indicates either 


1. That selling prices are too high, or 
2. that stock has been incorrectly stated. 


As to selling prices being too high, I would point out that this 
may be very bad merchandising in that turnover is more than 
likely being lost to competitors charging reasonable prices. By 
way of emphasis I understand that a large Sydney retail organisa- 
tion fixes a gross profit percentage for each department and insists 
on its departmental managers achieving that percentage—neither 
more nor less. You will realise then how valuable an aid to 
management this percentage may be. 


Rate of Stock Turnover 


The rate of stock turnover is the next item on the plan of 
analysis and it is very closely associated with the gross profit 
percentage. The operation of these two together determines the 
amount of gross profit that will be earned. Together they give 
the means of figure control of the merchandising division. If 
turnover is quick you can afford to sell on a smaller gross profit 
percentage, and this is the basic principle of variety chain store 
trade. If turnover is low you are warned to watch closely your 
stock position lest they accumulate and freeze your liquid resources. 
Overstocking, besides weakening the cash position, costs money 
by way of bank overdraft interest, storage space, obsolescence, etc. 

Rate of stock turnover is calculated by dividing Cost of Goods 
Sold or stock used by average stock carried. Average stock is 
ascertained by adding stock at beginning to stock at close and 
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dividing by two. If monthly stock figures are available then it is 
the sum of monthly stocks divided by 13. 

Read in conjunction with the gross profit percentage we have 
a check on the efficiency of the buying department which, if the 
stockturn is less than average, has failed properly to regulate 
purchases with requirements of the sales department. 


Check on Expenses 


The proportion of expenses to sales is another important step 
in analysing the trading position. Expenses must first be classified 
under some such headings as (1) selling, (2) administrative, 
(3) financial. With expense accounts particularly, it is important 
that they be debited with expenditure on a well-defined and con- 
sistent basis. Having grouped the various expenses the percen- 
tage which the total of that group is to net sales must be calculated, 
and also the percentage of each item to sales. 

Before making comparisons of such percentages with corre- 
sponding figures of previous years it is necessary to separate 
Fixed and Variable Expenses. A Fixed Expense is one such as 
rent, the amount of which will not vary with sales volume and 
therefore the percentage of which does vary. Variable expenses, 
on the other hand, change in amount but not percentage in relation 
to sales volume. Fixed expenses should therefore be compared 
on the basis of amounts and not as percentages. 

If you find that variable expenses vary in percentage then you 
are put on inquiry for a possible source of loss through waste, 
inefficiency or idleness. Thus, suppose the percentage of wrapping 
expense shows an unduly large increase, then you would care- 
fully check the use of packing materials so as to eliminate any 
waste. 

Items like interest usually have no relation to sales volume 
but must be examined in relation to such balance sheet items as 
bank overdraft and bills payable. Such an examination may show 
that it would be cheaper to secure further bank accommodation 
to pay creditors rather than to give them bills. This same con- 
sideration comes up in regard to the taking of discounts. 

The rate of expense expenditure is a guide to the efficiency of 
management policy. If it is high it indicates extravagance; if it 
is very low it suggests false economy; if it is uneven there is a 
possibility that defalcations are being covered up in some expense 
account. 

Debtors and Turnover 

Next item on our plan is the relationship of debtors to credit 
sales. This is a most important check, as no profit results from 
a credit sale until the money is collected. The efficiency of the 
credit and collection department can be checked by keeping a 
constant watch to see that debtors outstanding do not exceed a 
reasonable proportion of credit sales. 

A useful formula for calculating what should be a normal sum 
for accounts receivable is 
Credit term + time lag 


365 





Normal Sum = Credit Sales 
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The figure for “credit term + time lag” will depend on the trading 
terms of the business. If trading is done on a 30 days basis pay- 
ment within 45 days is satisfactory, and even within two months 
might be reasonable. Having calculated what would be a normal 
sum for debtors, that amount is compared with the total of debtors 
outstanding as a check on collection efficiency. 

A similar check is to ascertain the average time taken to collect 
debtors’ accounts. This is calculated by dividing total debtors 
outstanding by the average daily credit sales. If the length of 
time thus revealed is unreasonable the collection department 
probably requires stricter supervision. 

Just what slow collections may mean will be better appreciated 
if you realise that when you grant credit you allow customers 
to trade on your capital and so you yourself have less with which 
to carry on. If collections fall far behind, you may have to 
borrow to pay for your own purchases—and that means more 
interest. Higher collection costs and increased bad debts also eat 
into your profits. 

The results of this laxness have their influence on the fifth and 
final point in our analysis of trading results, i.e., the proportion 
of trade creditors to purchases. This point is of particular interest 
to a prospective supplier who by means of it can estimate the 
average time taken by a firm to pay its creditors. Another supple- 
mentary check is to note the percentage that discounts taken bear 
to purchases. An unreasonably low percentage indicates slowness 
in paying, due, possibly, to lack of working funds. 


The Financial Position 
Mention of working funds brings us to the other main division 
of our analysis, viz., the financial position. In assessing the 
financial position we have to consider the efficiency of the use 
of the money invested and the degree of safety of those moneys. 
In turn the ability of a business to finance its activities depends on: 
(1) The sufficiency of its working capital ; 
(2) its liability to creditors. 
The stability of a business is to be reckoned in regard to the 
investment in fixed assets and the safety of proprietor’s funds. 
The analysis of the financial position hinges largely around 
the balance sheet, the items of which must be properly classified as: 


A. Assets— 


(i) Current Assets: 
(a) Floating assets. 
(b) Liquid assets. 
(ii) Fixed Assets : 
(a) Tangible. 
(b) Intangible. 
B. Liabilities— 
(i) Current liabilities. 
(ii) Long-term liabilities. 
(iii) Proprietors’ funds. 











In | 
clas: 
able 


trade 
credit 
trade 

Inc 
work: 
idea i 
perio 
positi 


The 
impor 
whose 
time, 
impor 
when 
they < 
adequ 
be fur 


D 
























401 





THE AUSTRALIAN ACCOUNTANT 





1940 


In large concerns having holdings in subsidiary businesses other 
classifications may be desirable, but the above are generally suit- 
able. 

Working Capital 

Probably the most important single measure of the financial 
position is the amount of working capital—the amount available 
to finance the production and trading activities of a business. It 
is very simply calculated as being the surplus of current assets 
over current liabilities. 

Merely to look at that amount is, however, not enough. The 
crucial question is, can the business pay its creditors as and when 
the accounts fall due? Creditors want to be paid in cash. You 
must therefore examine the nature of each item included in 
current assets. They will include liquid assets, i.e., cash and 
readily realisable securities, and floating assets, i.e., accounts 
receivable and stock. 

It is advisable, then, to work out the percentage of liquid assets 
to current assets and read it in relation to current liabilities to 
judge its adequacy. Of course further cash resources will result 
from collections from debtors and sales of stocks. 

In assessing this possibility the conclusions based on the analysis 
of the trading position are important. For that previous analysis 
will have informed you of the promptness or slowness that charac- 
terises the collections and also whether there has been overstock- 
ing, in which case much of the stock may not be readily saleable. 

In view of these possibilities you will appreciate that the 
amount of working capital is not a true test, but rather must you 
examine the liquidity of that amount. When too great a propor- 
tion of current assets is frozen in floating assets it will usually 
be found that creditors are not being paid promptly and there is 
a clear warning of approaching financial difficulties. Such a 
business is carrying on on credit and not on its capital. As a 
check on this you should compare the total amount of outstanding 
trade creditors with total purchases. If the business receives 
credit at 30 days purchases should be eight times the amount of 
trade creditors. 

Incidentally you have, no doubt, often heard of the two to one 
working capital ratio as being a safe index of stability. But this 
idea is now generally discounted. The trend of that ratio over a 
period is, however, useful in indicating whether the financial 
position is improving or retrogressing. 


Liability to Creditors 


The sufficiency and liquidity of working capital is also of first 
importance to creditors whether they be trade or other creditors 
whose liability falls due for payment within a short period of 
time, or are long-term creditors. To short-term creditors it is 
important that there should be funds sufficient to pay them as and 
when their accounts fall due; and to long-term creditors, though 
they are nearly always secured and must therefore consider the 
adequacy of the security, it is equally important that there should 
be funds readily available to meet their interest payments promptly. 
D 
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The liability of a business to creditors is, therefore, to be judged 
largely along the same lines as have been indicated for testing 
the sufficiency of working capital. 

Nevertheless, in the last resource, it is management which is 
vitally concerned with the ability of the business to meet its com- 
mitments immediately. Otherwise there is the possibility of its 
credit being stopped. Looking then at the financial position solely 
from the point of view of a creditor, we must consider the ability 
of the business ultimately to satisfy its liabilities. And this depends 
on the excess of total assets at realisable values over total outside 
liabilities, i.e., the solvency of the business. 

You will note that I say realisable values, but you cannot of 
course estimate these with any certainty, and so you must make 
this comparison remembering that fixed assets are at book values. 
If total assets are twice the amount of total outside liabilities the 
position may be considered reasonable. But if you find that 
creditors have a bigger stake in the assets of the business than 
have the proprietors, the financial position is unsound. A good 
financial position would obtain where the proprietors’ investment 
is twice the amount owing to all outside creditors, i.e., where 
total outside liabilities are but one-third of the value of total 
assets. Where creditors have a greater interest in the business 
than the proprietor we say it is under-capitalised. 


Fundamental Stability 


Finally, in considering the fundamental stability of the business 
you will look primarily to the investment in fixed assets and to 
the capital invested. If the total of fixed assets, including intan- 
gible and fictitious assets, exceeds the amount of capital invested 
it follows that borrowed money has been sunk in fixed assets. 
Any sudden call by creditors would, in those circumstances, create 
an awkward position involving, possibly, forced realisation oi 
assets in order to satisfy those demands. 

The stability of a business is also to be gauged by reference 
to the capital invested in it. Proprietors’ funds do not, of course, 
consist merely of the balance on Capital Account, but include also 
the balance on Profit and Loss Account and General Reserves. 
These three must be taken together. 

The mere fact that there is a comparatively large capital does 
not prove that the business is stable. Thus, there may be a debit 
balance on Profit and Loss Account, which at once indicates poor 
trading results and, consequently, a not very stable business. 

But even if Profit and Loss is in credit, the last word has not 
been said. You must examine the size of that profit in relation 
to the capital employed. A low rate of profit on capital is not 
indicative of a thriving business. But the trend of earnings on 
funds used is important. Therefore you must obtain figures 
giving the percentage of profits earned on funds used over as 
many past years as you can. If that profit rate has been steadily 
rising it is a real guide to the progressiveness of the business. 

The importance of ascertaining this trend may be emphasised 
by pointing out that a business earning a falling rate of net profit 
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may still pay dividends because it has available reserves accumu- 
lated in previous prosperous years. 

And here another point emerges that is important in considering 
financial stability, namely, the adequacy of the amount of liquid 
assets. That a business is solvent in the strict sense is no final 
test of its stability, and solvent businesses have before to-day gone 
into bankruptcy because they did not have cash funds available 
to meet immediate needs. 

Financial stability then is to be judged by assessing the reason- 
ableness of the investment of capital; the existence of a credit 
balance on Profit and Loss and reserves sufficient to cover liabilities 
accruing and the depletion or wastage of assets; the trend and 
adequacy of the profit rate; and the sufficiency of cash resources. 


The Published Balance Sheet 


We have now concluded the outline of the methods of balance 
sheet criticism to be used in applying the plan of analysis outlined 
at the beginning of the lecture. Throughout I have assumed that 
the whole of the final accounts are available for analysis. But 
very often the business man will also have need to examine the 
published balance sheet of a public company. In this event the 
detail revealed is comparatively little, but there are definite ques- 
tions which the critic may endeavour to answer on the basis of 
what detail is published. In this connection I propose to indicate 
what are the questions to which the business man, as investor. 
should seek answers. 

A sound investment must have at least three characteristics: 

(1) Security of capital invested. 
(2) Adequate return on investment. 
(3) Be readily negotiable. 

To my mind—and remember I am talking of investments and 
not speculations—the security of capital is up to a point subsidiary 
to the adequacy of return on that capital. For the true investor 
looks to the regular receipt of dividends to provide him with 
income. 

How shall we judge the income possibilities of shares in a public 
company? There are two questions to ask: 

(1) What is the probable future earning capacity of the 
business ? 
(2) How are profits likely to be dealt with? 


The first question calls for an analysis of the Profit and Loss 
Accounts over a period of years—at least five. Conclusions must, 
however, be conservatively drawn because, often, those accounts 
give no information as to the nature or volume of the profits 
earned. Thus, in a company with large investments, trading 
profits may be declining while total profits are being kept up from 
income from investments. We can, however, measure the trend 
of earnings by calculating the percentage of net profit on share- 
holders’ funds employed in earning that income. In a good 
investment the trend must, of course, be upwards or at least steady 
and not downwards. 
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The next question is what is the directors’ dividend policy? 
This again involves an analysis of balance sheets, profit and loss 
accounts, and dividend distributions over a period of years. Are 
profits being distributed up to the maximum? or are reserves 
being steadily built up? 

To the critic of the published balance sheet the main item in 
the financial position is the adequacy of working capital and its 
liquidity. Can the company pay its way from day to day? Has it 
sufficient liquid funds to be able to pay out as dividends part of 
its profits? 

The investor also wants to know whether the company is over- 
capitalised or whether its capital is insufficient for its needs. 
Published accounts give little direct assistance on this point. But 
if profit is being earned sufficient to give a reasonable return on 
paid-up capital there is little chance of over-capitalisation. 

The effects of rapid expansion on a business, the financial needs 
of which have outgrown the original capital requirements, are to 
be seen in a too large proportion of borrowed money or trade 
creditors as against shareholders’ funds. Where such is the 
position it is often the case that the directors pursue a conservative 
dividend policy. 

In considering any set of published accounts it is unwise to 
refer only to the accounts. There is often valuable information— 
and which could not possibly be extracted from the accounts 
alone—in the Directors’ Report, Chairman’s speech, and Auditor’s 
Report. And last but not least you should always consider the 
personal characters of “the men who run the show.” 





Liabilities Incurred by an Executor in Carrying 
on the Business of a Testator 
By N. S. YOuNG, A.1.c.A. 





The recent judgment of Paine J. in re Woodman Deceased 
should be of particular interest to the trading community, as it 
emphasises the importance of merchants proceeding cautiously in 
their dealings with the executor of a deceased person in those 
cases where the business of the testator is being carried on by his 
executor. 

The facts of the case may be summarised briefly as follows :— 

1. Woodman died on the 2nd March, 1932, and the Succession 

Duty Accounts showed his estate to be well solvent on paper, 
but it was not possible to pay immediately the claims of the 
unsecured creditors. 

. The principal asset in the estate was the testator’s business 
at Broken Hill. 
For a period of four and a half years the executor took no 
active steps to sell the business as a going concern, so that 
he could pay the estate liabilities, but carried it on in the hope 
that certain of the beneficiaries would be able to make financial 
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arrangements to purchase it. The beneficiaries were unable 
to make these arrangements. 

The Will did not empower the executor to carry on the 
business of the deceased but, fifteen months after the date of 
death, the executor applied to the Equity Court of New South 
Wales for an order to do so and, pursuant to S. 81 of the 
Trustee Act 1925 (N.S.W.), an order was made “authorising 
the executor to carry on the business with the assets consist- 
ing therein until the 31st March, 1934.” 

. The creditors at the date of death were not aware of the 
application to the Equity Court or the result thereof until 
after the event. 

. Acting under the authority of the Court order, the executor, 

either personally or by his agents, continued to carry on the 
business of the deceased until the 5th November, 1937, when 
an Order was made under Part X of the Bankruptcy Act 
for the administration of the estate in bankruptcy. During 
the twelve months immediately preceding the Bankruptcy 
Court Order, the executor’s attorney, who was subsequently 
appointed the Trustee in Bankruptcy, made unsuccessful 
attempts to sell the business as a going concern. 
The Court Order, authorising the executor to carry on 
the business until the 3lst March, 1934, was not renewed 
and from that date until the 5th November, 1937, the 
executor carried on without either an authority in the Will 
or an Order of the Court. Incidentally, Paine J. expressed 
the view that an Order of the Equity Court under S. 81 
operated as an addendum to the provisions of the Will and 
its effect was the same as if the testator had included the 
authority in the Will. 

. At the date of the Order under Part X of the Bankruptcy 
Act, further liabilities had been incurred by the executor 
in the process of carrying on the business, whilst the claims 
of the creditors at the date of death still unpaid were 
considerable. The figures were :— 

(1) Debts due at the date of death .. .. £1,201 2 10 
(these creditors are referred to 
hereafter as the “old creditors”) 
(2) Debts incurred by the executor be- 
tween the date of death and 31/3/34 
amounted to .. .. ” £199 16 6 
(these creditors are referred to 
hereafter as the “administration cre- 
ditors” ) 
(3) Debts incurred by the executor be- 
tween 31/3/34 and iiaiel amounted 
OR aididd-a . £1,294 15 10 
(these creditors are referred to 
hereafter as the “new creditors”) 


9. The Trustee in Bankruptcy, having realized the assets which 
had depreciated in value very considerably since the date 
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of death, had insufficient funds to pay all creditors in full, 
and sought directions from the Court as to the order of 
priority in which the claims of these three groups of 
creditors were to be paid and from what assets of the estate. 


The Judge held, inter alia, that the creditors in groups (2) and 
(3) were entitled to be paid in priority to the old creditors and 
in that order. 

Now, on the face of it, this determination as to the mode of 
applying the funds in the trustee’s hands may appear equitable 
if the amounts due to the administration creditors and new 
creditors are regarded as expenses necessarily and properly 
incurred by the executor in the administration of the estate, as 
was so held in re Bullock 5 A.B.C. 241. But, in the present case, 
the Judge held that the business of the deceased had been carried 
on for a much longer period than could be reasonably required 
by the executor for the purpose of selling it as a going concern 
and it was not possible, therefore, for the executor to assert that 
the claims of the new creditors were incurred by him in carrying 
out his duty of trying to sell the business as a going concern to 
get the best price possible. The postponement of the claims of 
the old creditors to the claims of the new creditors was ordered 
on another ground, namely that the conduct of the old creditors 
subsequent to the date of death had amounted to an authority 
to the executor to carry on the business of the deceased for their 
benefit or advantage and, this being so, the liabilities contracted 
by the executor during this period, having been incurred under 
the authority and for the benefit of the old creditors, the executor, 
who became personally liable for any such debts, had a right of 
indemnity out of the estate assets which he could enforce as 
against the claims of the old creditors. Shortly put, an executor 
can be given authority to carry on the business of a deceased 
person by the creditors, even where he has no authority under the 
Will or from the Court, and even where the period of carrying on 
has exceeded that normally required and given by law to sell a 
business as a going concern, and this authority may be either 
express or implied from the conduct of the creditors themselves. 

To understand the decision it is useful to review certain prin- 
ciples which have been laid down by the Courts in connection with 
the powers of an executor to carry on the business of a testator 
and the various rights and obligations which arise from such a 
course :— 

(a) Even where the executor has no authority under the Will 
to carry on the business of the testator he is entitled to carry 
it on for a reasonable time so that he may sell it as a going 
concern (Dowse v. Gorton (1891) A.C., p. 199). 

(b) If the testator includes in his Will a direction to carry on 
his business, the executor is entitled to act on this 
authority. 

(c) Where the appropriate State legislation enables an executor 
to make application to the Court for permission to carry 
on the business of a testator, where such power is not 
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contained in the Will, an Order of the Court will operate 
as an addendum to the Will and the executor is entitled to 
carry on the business of the testator in accordance with 
the terms of the Court’s Order (See S. 81 of the Trustee 
Act 1925 (N.S.W.)). 

(d) The creditors of the estate at the date of death can 
authorise the executor to carry on the business of the 
testator where there is a direction in the Will so to do or, 
even where there is no such direction or Court Order. 


It is plain, therefore, that the authority of the executor to carry 
on the business of the testator may be derived from one or more of 
several sources. With two exceptions, these authorities, how- 
ever, are exercisable only subject to the paramount right of the 
creditors at the date of death to have the assets realised and the 
proceeds applied in payment of the amounts due. As will be seen 
hereafter, the creditors may forgo this right, but, unless they do so, 
it remains undisturbed and unaffected by the subsequent conduct 
of the executor. If this important principle is kept in mind, it 
will be easier to understand the exceptions to which I will subse- 
quently refer. 

The position of the creditors at the date of death is put clearly 
by Buckley L.J. in re Oxley (1914) 1 Ch. 604 at p. 613, when he 
is thus reported— 

Where a trader dies, leaving assets, including his business, and having 
creditors including his trade creditors, the rights of his creditors are to 
have his assets realised in due course of administration and applied in 
payment of their debts. The dead man may or may not by his will have 
directed or authorised his executors to carry on his business. Whether he 
has done so is to the creditors immaterial. 

The next principle which should be referred to is that where 
an executor carries on the business of a testator he becomes 
personally liable for all debts contracted in so doing. 

By way of relief, the executor is given, by law, a right of 
indemnity against the testator’s estate for any liabilities so con- 
tracted provided he has incurred them pursuant to a proper 
authority. If he has no authority, then he has no right of indem- 
nity. 

In those cases where it is clear that the executor has a right to 
be indemnified out of the trust estate, the creditors with whom 
he has incurred liabilities are entitled to stand in his shoes and to 
be subrogated to his rights of indemnity and priority. 

In considering the circumstances under which the paramount 
right of the old creditors to prior payment of their claims can 
be defeated, it is necessary to examine the authority under which 
the executor has incurred liabilities in carrying on the testator’s 
business. 

If the liabilities have been incurred under the authority given 
by the law entitling an executor to carry on a business for the 
purpose of selling it as a going concern (this authority will exist 
whether there is a direction in the Will to carry on or not), such 
liabilities must be paid before the claims of the old creditors (See 
in re Bullock 5 A.B.C., p. 241). If the authority, on which the 
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executor has relied to carry on the testator’s business and to incur 
liabilities in so doing, is the consent of the old creditors, then, in 
such event, the liabilities incurred by the executor must be paid 
in priority to the claims of the old creditors. Only those old 
creditors who have actually consented to the carrying on will be 
affected. The majority does not bind the minority. The mere 
fact that a creditor knows that the executor is carrying on the 
business is not to be regarded as an implied consent so to do; 
merely standing by and doing nothing will not amount to a 
consent (In re Oxley (1914) 1 Ch. 604). 

These are the only two exceptions which will interfere with the 
right of the old creditors to a first charge on the testator’s assets 
for payment of their claims and, if the executor carries on the 
testator’s business under any other form of authority, his right 
of indemnity, whilst good against the beneficiaries, will not displace 
the prior rights of the old creditors. 

One other principle should be noted, namely, that the executor’s 
right of indemnity will be limited to that part of the testator’s 
estate directed to be used in carrying on the business; if the 
authority extends to the whole of the estate then the indemnity 
will follow the authority, but if the authority is limited to specified 
assets, then the indemnity will also be so limited. It is to be 
observed that the indemnity extends not only to assets in the 
testator’s possession at the date of death but also to assets coming 
into existence since death (Dowse v. Gorton (1891) A.C. 190). 

From the point of view of the trading community, certain 
valuable lessons are to be learnt from the decision in re Woodman 
Deceased when considered in relation to the principles of law above 
referred to. 

(1) A merchant, if he wishes to keep his claim against a 
testator’s assets intact, should not trade with the executor 
of the estate, either on a cash or a credit basis, until after 
his debt at the date of death has been paid. Paine J. held 
in Woodman’s case that where creditors continued to trade 
with the executor after the death of the testator in such 
circumstances as to disclose that they were aware that he, 
as executor, was carrying on the testator’s business, they, 
in fact, consented to the business being carried on for their 
benefit and advantage and, therefore, the executor, under 
his right to indemnity, was entitled, as against the old 
creditors, to pay, in priority to their debts, liabilities 
contracted in carrying on the business. 

(2) In trading with an executor a merchant should make 
certain that the executor’s authority to continue the busi- 
ness is complete, otherwise the merchant may find that his 
claim is against the executor personally with no right of 
access to the testator’s estate. 

(3) The period allowed by law to an executor to sell a business 
as a going concern will vary according to the facts in each 
particular case, but a merchant whose claim is owing at 
the date of death should watch that this period is not un- 
necessarily extended by the executor. 
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Wartime Finance in Britain 
By S. Hays, B.Com. (Hons.), F.s.s. 


The waging of a war in modern times is no less important 
from the economic point of view than from the purely military 
aspect. Indeed, finance has been described as the fourth arm 
of defence. The measures which have been taken in Britain to 
mobilise and equip this modern weapon, economic power, have 
been very far-reaching. They may be of interest to Australian 
readers, both as an index of the determination which exists to 
spare no sacrifices in order that the war may be won, and also 
as an attempt to meet the financial problems which face Britain, 
and which may be encountered in other countries. 

The experience gained by Britain in the years 1914-18 has 
enabled measures to be put into operation almost at once, 
measures which in some cases were not tried until a considerable 
period had elapsed from the outbreak of the Great War. Briefly, 
the problem which faces the Government is that of finding the 
money necessary to carry on the struggle in which we are engaged, 
and in using this money to the best advantage, i.e., in such a 
way that the maximum result is obtained with the minimum 
dislocation in the life of the community. This involves not only 
the raising of money by loans and taxes, but also a considerable 
degree of interference in the way in which the private citizen 
is allowed to spend his income or to invest his capital. In general, 
the steps taken by the British Government since the end of August 
last may be divided into six categories. There may be no clear- 
cut distinction, however, between these; they are all part of the 
one great problem of financing the war. 


(1) THe MAINTENANCE OF CONFIDENCE IN THE DoMEsTIC 
CuRRENCY 


As long ago as August 24, the Bank of England rate was raised 
from 2 per cent. to 4 per cent. Raising the Bank rate has the 
effect of increasing other rates of interest, and greater encourage- 
ment is thereby given to individuals to leave money on deposit, and 
to financiers to invest in this country rather than abroad. In spite 
of the needs of individuals for extra cash to buy quantities of food 
for storage purposes and to finance evacuation from the towns, 
there was a remarkably small drain on bank deposits, and com- 
paratively little realisation of stocks and shares. The deposits 
in the Post Office Savings Bank during the first week of the 
war exceeded the withdrawals; the Stock Exchange was hardly 
affected. The need for extra currency was partly met by making 
postal orders legal tender, by which measure they circulated from 
hand to hand. The success of these plans can be judged by the 
fact that the Bank rate was reduced in two steps to 2 per cent. 
within three months, and that before the end of 1939 postal 
orders had ceased to be legal tender. This success is in pleasing 
contrast with the experience of 1914. Then, in order to conserve 
our gold and to counteract the hoarding which followed heavy 
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bank withdrawals, the Government issued further currency in the 
form of notes. The Stock Exchange was closed one day in 
September, 1939; it remained closed several months in 1914 and 
1915. 


(2) Tue Mositisation oF THE CouNnTRY’s GOLD RESERVE 


The confidence of the public in the nation’s currency system 
could not have been better illustrated than by the indifference 
which was shown when steps were taken to mobilise the gold 
reserve of the country. Until September, 1939, the Fiduciary 
Issue of the Bank of England was £300 millions. In the last 
peace-time Bank Return, the gold holding of the Bank of England, 
valued at 158/6 per oz., amounted to £263 millions. During 
the first week of September almost the whole of this sum was 
transferred to the Exchange Equalisation Account, but at a 
figure of 168/- per oz. Incidentally, this is still the price of gold 
in Britain. In order that this transfer might be made, the Fiduciary 
Issue of the Bank had to be increased up to £580 millions. The 
amount of gold now held by the Bank is about £200,000, which 
on its note circulation of £580 millions, represents less than 
one-tenth of a penny worth of gold for each £1 of notes issued. 
The present currency system of Britain is now slightly more rigid 
than the one it supersedes. Inflation brought about by an increase 
in the note circulation is hardly possible. The only way in which 
an increase in our note issue is possible now is by Parliamentary 
sanction for an increase in the Fiduciary Issue. 

The purpose of this transfer was to strengthen the Exchange 
Equalisation Account, and, after it had been brought about, the 
gold at the disposal of the Account amounted to well over 
£500 millions. This has become available for the purchase of 
foreign exchange, either by way of maintaining the rate of 
exchange between Britain and a particular exporting country, or 
for the direct purchase of commodities. In the matter of gold 
holdings and foreign securities, the Allies have an enormous 
advantage over the enemy. 


(3) THe MosiLisaTion or ForeiGn SEcurRITIES 


The purchase of foodstuffs and raw materials is bound to be a 
major problem of the war. Unfortunately, British exports, even 
when invisible exports are included, will be far from sufficient 
to pay for these imports. In spite of various measures designed 
to encourage exports, Britain must of necessity realise her foreign 
investments. In the Great War, British holders were compelled 
to exchange their holdings of American securities for British 
Government stock. The foreign exchange thus secured by the 
Government was used for the purpose of pegging the dollar rate 
of exchange, and for paying for our purchases from the U.S.A. 
However, such measures were not taken until the War had been 
in progress for two years. This time, plans for the exchange 
of Dominion and foreign investments were laid before the outbreak 
of the war, and they are being put into operation as the need 
arises. In some respects we are not in quite so good a position 
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as in 1914. To-day British investors have no large holdings of 
U.S.A. securities; these were all mobilised some twenty-odd 
years ago. Again, by the Johnson Act, U.S.A. cannot lend money 
to Britain as she did in the last war on the security of British 
holdings of U.S.A. securities. This time, any such securities as 
are available will need to be sold, and the proceeds used to buy 
such imports as are required. On the other hand, British and 
French banks have much larger deposits in U.S.A. banks than 
ever they have had previously. These will be used to buy com- 
modities. Experts have calculated that in September, 1939, 
British holdings of overseas securities which could be used to 
facilitate trade with U.S.A. were in the neighbourhood of £1,000 
millions. Much of this figure represents holdings of Dominion 
securities, but these are for the most part readily negotiable on 
Wall Street. In spite of the impossibility of raising loans in 
U.S.A. and the small holdings of American securities, it would 
appear that Britain has at least as large a sum of negotiable 
securities as in the last war. 


(4) THe Controt or Foreign EXCHANGE 


It is readily appreciated that the cost of imports depends upon 
the rate of exchange between the buying and selling country. As 
imports are so vital to our national economy, it is essential that 
rates of exchange between Britain and her chief creditor countries 
should be kept as stable as possible. This stabilisation involves 
the control of private exchanges of sterling for foreign currencies. 
If individuals were free to exchange sterling for other currencies, 
the efforts of the Government to peg rates of exchange might well 
be frustrated. Sterling is now a completely blocked currency, and 
all major rates of exchange are fixed by the Bank of England. 
As far as possible, these are related to the English price of gold, 
namely, 168 shillings per oz. The devaluation of sterling, which 
took place at the outbreak of the war when the gold price was 
altered from 158/6 per oz. to 168/- per oz., caused some adjust- 
ments in rates of exchange, but since that time no important 
changes have taken place. Permission to convert sterling balances 
into foreign currencies must now be obtained, and this is only 
given if commercial justification is apparent. The Bank of 
England’s power to stabilise rates of exchange is made much 
more effective so long as prices in Britain do not rise unduly as 
compared with other countries. Any such unilateral rise in prices 
will need to be offset by Exchange Equalisation operations. 


(5) IncrREAsSED TAXATION AND BorrowING 


Enormous as our foreign investments are they are not nearly 
sufficient to pay for the war. This is immediately clear when it is 
remembered that Britain is spending some £6 millions daily on 
war purposes. This necessitates, and will necessitate, the raising 
of vast sums by taxation and internal borrowing. In this connection 
the dangers of inflation have constantly to be watched. The 
country cannot possibly pay for the war entirely out of the pro- 
ceeds of taxation, but excessive borrowing must inevitably lead 
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to inflation with its consequent rise in prices and other disastrous 
social consequences. 

During the past financial year which ended on March 31, 1940, 
the Chancellor has had to face an estimated expenditure of 
£1,933,000,000. This figure represents about 37 per cent. of the 
national income. Of this expenditure, just over half is being 
raised by taxation, and the rest by loans. For the last three months 
of the year (1939), the borrowing was done by the sale of 
Treasury Bills, ie., short-term borrowings, but in the early part of 
1940 special long-term loans were issued. These took the form of 
the sale of National Savings Certificates, designed to attract the 
small investor, and Savings Bonds for the investor with a larger 
capital. By the end of February, 1940, over £100 millions had been 
raised by the sale of certificates and bonds. 

For the financial year (April 1, 1940, to March 31, 1941), 
the Chancellor will require not less than £2,500 millions, maybe 
much more. At the present rate of taxation, some £1,250 millions 
will be received from taxation, leaving a like amount to be bor- 
rowed if the expenditure does not exceed £2,500 millions. The 
present rate of income tax is 7/6 in the £, but few persons actually 
pay income tax at this rate, as reliefs and allowances are given 
in respect of small incomes and family ties. If expenditure rises, 
a standard rate of income tax of 10/- in the £ is not an impossibility. 
The financial burden which the British taxpayer is called upon 
to shoulder is, therefore, by no means a light one. Added to this, 
there is the urgent need of subscribing to Government loans. 

This time there is a much clearer idea of the dangers of inflation, 
and a better understanding of its origin than during the period 
1914-1918. It is now generally understood that if inflation is to 
be avoided saving must be at the expense of consumption. During 
the Great War the Chancellor of the Exchequer was encouraging 
local authorities to borrow money on security from banks in order 
to lend to the Government. Such lending is, of course, of an 
inflationary character. Whilst the present Government have not 
committed themselves to a policy of compulsory saving, there is 
no lack of belief in such measures. The eminent economist, Mr. 
J. M. Keynes, has put forward a scheme of compulsory saving 
whereby a levy of 34% on incomes of £130 per annum, rising to 
85% on incomes of £50,000 per annum, would be made. On 
incomes up to £250 per annum the proceeds of the levy would 
accumulate and would be repayable at some date after the war, 
preferably during the post-war slump. On the higher incomes 
an increasing proportion of the levy would be retained as taxation, 
while the remainder would be repayable after the war. In the 
opinion of the originator, this scheme would provide sufficient 
money to pay for the war, and at the same time, by withdrawing 
money from circulation, would keep down prices. As yet, there 
is no sign of such a bold departure from long-established tradition 
being adopted by the Government, for public opinion is not 
prepared for such a step. Compulsory saving in some form or 
other will probably be forced into the forefront by the march of 
events, however. . 
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Although most wage-earners have pressed for, and received, 
higher wages, there is a general concensus of opinion that the 
vicious spiral of rising cost of living, followed by higher wages, 
leading to a still higher cost of living, should be avoided. For 
this reason, the Government is subsidising dealings in many food- 
stuffs in order to prevent the prices of such foodstuffs from rising. 
Further instruction will be necessary, however, before it is clear 
to the working classes that by limiting their spending and lending 
the surplus, they are actually keeping down prices, and, at the same 
time, providing money to carry on the war. Much of the rise in 
prices which took place in Britain in the period, 1914-1918, could 
be traced to the competition of buyers to obtain the limited sup- 
plies of commodities which were available. 


(6) THe DEVELOPMENT OF AN Export POovicy 


It has already been pointed out that steps have been taken to 
mobilise the gold reserve and the holdings of foreign securities. 
However, such methods are not to be recommended except as a 
last resort, for they involve living on the nation’s capital. The 
greater the proportion of imports which can be paid for by exports 
the less will be the amount of capital spent. The realisation of 
this fact, together with the knowledge that our export trade will 
be vital after the war, has led to the formulation of an export 
policy. Again, in the field of economic warfare, exports can play 
an important part. Trade agreements are being negotiated 
with many countries, and a definite attempt is being made to take 
Germany’s place in those markets which cannot now be supplied 
by that country on account of the British contraband control. 
In markets which are available for both the Allies and the enemy, 
attempts are being made to undercut German prices, even though 
such exports have to be subsidised by the Government. If Ger- 
many cannot sell, she cannot buy, and the lower the price she gets 
for her exports, the less the amount of foreign exchange she 
obtains wherewith to finance her imports. In the sphere of 
imports, attempts to force up the price which Germany must pay 
are now proving successful. For example, the Allies are offering 
good prices for Rumanian oil, and so making it dearer for Germany 
to obtain her supplies. Whilst the use of export and import 
policy in this way cannot be recommended on purely economic 
grounds, it must be remembered that losses made in some markets 
can be counterbalanced by gains elsewhere Germany cannot 
recoup herself in this way. In conclusion, it should be stated that 
whilst criticism of the Government’s policy is by no means entirely 
absent, there is a general feeling that such a policy has been 
conceived on sound lines. The chief criticism is that the measures 
taken do not go far enough; but in support of the Government. 
it must be stated that a great deal of opposition must be overcome 
before there can be an extension of certain of the measures. 
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Guarantees 
By D. CLaupE ROBERTSON, B.COM., A.1.C.A., Barrister-at-Law 





A contract of guarantee or suretyship is a contract whereby 
one person, firm or company (the “guarantor” or “surety”) under- 
takes to be responsible for the performance of the promise or the 
discharge of the obligation, debt or liability of another person, 
firm or company (the “principal debtor’) in case of his, or its, 
default or failure to perform the primary liability or obligation 
owed or to become owing to a third person, firm or company (the 
“principal creditor”). ‘A promise to be liable for a debt con- 
ditionally on the principal making default is a guarantee” —G wild 
v. Conrad, (1894) 2 Q.B. 885. 

This definition emphasises the facts, First, that a contract of 
guarantee requires at least three persons, viz., (1) the creditor, 
(2) the debtor and (3) the surety or guarantor and, secondly, that 
the debtor or some person other than the guarantor is primarily 
liable to the creditor, either at present or will be in the future. 
The creditor can look to the surety only in cases where the debtor 
has made default, or fails to perform his promise, or discharge his 
liability, or meet his obligation within the time limited by the 
contract. 

If A makes himself primarily liable to B in respect of some 
transaction for the benefit of C, “independently of tne question 
whether a third person makes default or not,” that is not a 
guarantee. Thus, A may authorise B to supply goods to C upon 
his order up to a specified sum and to debit them to A’s account: 
A would be the original debtor and C incur no liability whatever 
to B. On the other hand, if A had asked B to supply C with 
specified goods “and if he does not pay you, I will” (Birkmyr v. 
Darnell), A would not be primarily liable or bound to pay B for 
the goods supplied to C, unless C made default in payment. “I 
am prepared to back him (the buyer) for one month credit to 
£30” was held to be a guarantee. 

A contract of indemnity requires no more than two parties and 
but one liability—‘Let him have the goods; I will see you paid,” 
if spoken by a third party to a shopkeeper, would render the 
speaker primarily liable and that liability would not be dependeni 
on the default of the person who is supplied with the goods. 

Liability of the Surety 

A guarantor is entitled to insist upon a strict adherence to the 
terms of his obligation, which determine the nature and extent 
of his liability, which does not arise until the principal debtor has 
made default. He may have agreed in such circumstances to pay 
the whole amount due by the debtor, or some less amount, with or 
without interest. A surety is not entitled to receive notice of the 
debtor’s default, in the absence of an express agreement to that 
effect, nor is the creditor obliged to request the debtor to pay, or 
to sue him, before proceedings are taken against the surety, even 
if the latter offers (or gives) an indemnity in respect of any costs 
and delay occasioned thereby. 
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Continuing Guarantees 


A guarantee may extend to a series of transactions or be limited 
to one single transaction or debt. If the former, the surety’s 
liability continues, as such, in respect of all transactions within 
the contemplation of the parties, as expressed in the contract of 
guarantee, until it is revoked. Whether or not a guarantee is a 
continuing one is determined by the language of the document 
itself, or the presumed intention of the parties; no definite rule 
has been laid down for the guidance of courts, or other persons, 
in the interpretation of such contracts in this respect. For 
example, A may guarantee B to the extent of any goods purchased 
from C but not to exceed a specified sum. Does A mean to guaran- 
tee any purchases made by B, provided that the amount at any 
time due does not exceed that sum, or does he intend to guarantee 
C in respect of B’s purchases to an amount not in excess of the 
amount specified? In Allnutt v. Ashenden, the agreement ran: 
“IT hereby guarantee B’s account with A for wines and spirits to 
the amount of £100.” B, at that time, owed A an amount less 
than £100. That was held to be a guarantee of the existing 
account only. On the other hand, in Wood v. Priestner, where 
P. was indebted to W. for coal supplied on credit, P.’s father gave 
a guarantee in this form: “In consideration of the credit given 
by W. to my son for coal supplied . . . I hereby hold myself respon- 
sible as a guarantee to them for the sum of £100, and in default 
of his payment of any accounts due, I bind myself by this note to 
pay W. whatever may be owing, to the amount not exceeding 
£100.” This was held to be a continuing guarantee, as also was 
a written recommendation in which the person giving it stated 
“and in fact I will stand good for him to the amount of £50,” 
(See v. Farey, (1889) 10 L.R. (N.S.W.) 72.) 

By the Partnership Acts, a continuing guarantee given either 
to a firm or to a third person in respect of the transactions of a 
firm is, in the absence of agreement to the contrary, revoked as to 
future transactions by any change in the constitution of the firm in 
question. 

By a guarantee in writing dated August 11, 1909, Wright 
guaranteed to New Zealand Farmers’ Co-operative Association of 
Canterbury Limited the payment by two sheep farmers, named 
Nosworthy, of all goods supplied, advances made, together with 
interest and other charges. The guarantee was expressed to be 
a continuing one and to apply to the balance at any time thereafter 
owing by the Nosworthys to the Association on their current 
account. Wright terminated the guarantee by a letter, dated 
April 25th, 1931, at which date £11,816/10/4 was. due by the 
debtors. Subsequent debits and credits were entered in a fresh 
account which was opened. The debtors made default and Wright 
was sued for that sum and interest. He contended that his 
liability as a surety was barred in respect of each advance on the 
expiration of six years from the date when made, but the Privy 
Council upheld the trial judge, who had given judgment for the 
Association for £13,384/13/9, including interest, on the ground 
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that the Statute of Limitations operated from the date of the final 
balance and not from the date of the individual debits. If the 
repayment of each such debit had been guaranteed as and when it 
became due, and not such final balance, Parr’s Banking Co. Lid. v. 
Yates, (1898) 2 Q.B. 460, would have applied in favour of the 
guarantor.—W right v. New Zealand Farmers, &c. (1939), 56 
T.L.R. 673. 
Rights of a Surety 


A surety is a favoured debtor. First, at any time after the 
guaranteed debt has become due, but before he has been asked to 
pay it, he is entitled to require the creditor to call upon the debtor 
to pay the guaranteed debt, or to sue for and collect it (Rouse v. 
Bradford Banking Co. (1894) 2 Ch., at p. 75) ; secondly, he may 
himself pay off the debt and thereupon in the creditor’s name sue 
the debtor, upon giving the creditor a satisfactory indemnity. 
Of course, the surety may be sued by the creditor at any time after 
the former becomes liable, and the latter is not bound to sue the 
debtor first ; thirdly, if the creditor sues the surety he may rely on 
any set-off or counter-claim available to the debtor and, fourthly, 
on payment of what is due under the guarantee, he is entitled (1) 
to be subrogated to all the rights of the creditor, whose debt he 
had paid, in respect of such debt, in other words, “to stand in the 
place of the creditor and to use all the remedies”; (2) to have 
assigned to him, or to a trustee for him, every judgment, specialty, 
or other security held by the creditor in respect of the debt and 
(3) to all equities which the creditor could have enforced, not only 
against the debtor himself, but also against persons claiming 
through him. 

It is quite immaterial that the existence of the securities or some 
of them was unknown to the guarantor at the time he gave his 
guarantee, or whether they were received by the creditor before, 
on or after the time the guarantee was given, or whether they 
existed or not at that time, or were further encumbered subsequently 
without the knowledge and consent of the surety, Forbes v. Jackson 
(1882) 19 Ch. D. 615. A surety has a similar right where, having 
guaranteed part only of the debt, he has paid that part. 

Fifthly, a surety is entitled to call on all other co-sureties for a 
contribution (Wolmerhausen v. Gullick (1893) 2 Ch. 514), but 
not before actual payment has been made by him, Walker v. Bowry 
(1924) 35 C.L.R. 48. 


Right of Subrogation—Appropriation of Payments 


In the recent case of The Equity Trustees &c. Company Ltd. 
v. New Zealand Loan & Mercantile Agency Co. Ltd. (reported in 
1940 V.L.R. 201), the right of subrogation of a surety after the 
revocation of a continuing guarantee and payment of the balance 
then due was considered in the special circumstances of that case, 
where one John Chisholm had, on the 21st May, 1930, entered 
into an agreement with the defendant company guaranteeing, to 
the extent of £10,000 and interest, the indebtedness of his nephew, 
with a right by notice to terminate the guarantee as to future 
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advances. The guarantee was a continuing guarantee and the 
company had taken as security an assignment of an interest under 
a contract of sale of a station property in New South Wales and 
later a stock mortgage as further security. On November 23, 
1933, Chisholm gave one month’s notice of his intention to revoke 
the guarantee and on December 18, 1933, paid the defendant the 
sum of £10,000, after which date, £2,255/13/11 still remained 
owing. Prior to September 5, 1935, payments had been made into 
the nephew’s account to that amount. That account had been 
continued by the defendant unbroken. The old account was not 
ruled off, nor a new account opened, when John Chisholm paid the 
amount of his guarantee, and in such circumstances the rule in 
Clayton’s Case applied, as there were no circumstances, or agree- 
ment by the surety, to negative its operation. The defendant had 
made no appropriation of the payments made and thus the credits 
were applied to the debits in order of date. 

The plaintiffs were the executors of the will of John Chisholm 
deceased and claimed to be entitled to the securities held by the 
company. Lowe, J., thus expressed what he understood to be the 
law as to the rights of a surety: 


When a guaranteed debt is paid by the surety he is entitled, 
unless the right is excluded by agreement or his conduct makes 
it inequitable to enforce it, in respect of the amount he has paid 
under his guarantee to the securities which the creditor holds 
for the debt guaranteed. This right arises not from any agree- 
ment between the surety and the creditor, though it may be 
excluded by agreement between them. It rests on equitable 
principles. . . . If the right is not so excluded or barred, the 
question of payment of the guarantee debt must be determined, 
as the cases illustrate, on ordinary principles which regulate 
payment between debtor and creditor. The rule in Clayton’s Case 
will apply if there is a current running account between the 
parties and there are no circumstances to negative the intention 
which the rule expresses or unless the surety has agreed that the 
rule shall not apply in his favour or be by circumstances debarred 
from taking advantage of it. 


Rights of Surety Against Debtor 


A surety, or one of several co-sureties without consulting the 
others, may compel the debtor to relieve him from liability by 
paying off the debt, if at the time the surety is liable under the 
guarantee. Thus, where five persons had guaranteed the bank 
overdraft of Tredegar Dry Dock Company to the extent of 
£20,000 and one of the guarantors had died, the bank closed the 
old account and opened a new one. At that time, the Company’s 
liability was £17,000 only. The executors of the estate of one 
surety called upon the Company to pay off the overdraft to relieve 
the estate. But, in Morrison v. Barking Chemical Company Ltd. 
(1919) 2 Ch. 325, Morrison had guaranteed the defendant 
Company’s overdraft up to £5,000, the guarantee being deter- 
minable upon the bank’s closing the account and demanding 
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payment by the plaintiff or on his giving three months’ notice to 
determine the guarantee, it was held that Morrison had no 
immediate right to compel the Company to relieve him of his 
liability. 

After a surety has made payment, he is entitled to be indemnified 
by the principal debtor in respect of all payments properly made 
and to have all securities held by the creditor transferred or 
assigned to him. That right may be expressly given in the guarantee 
itself, in which case the nature and extent of the indemnity will 
depend upon its terms, but apart from express agreement, the law 
implies a right to be indemnified, if the guarantee is given at the 
request of the debtor but not otherwise. The debtor is bound to 
reimburse the surety the amount paid with interest and any 
damages, if he can show he has suffered any additional loss or 
damage by reason of the non-payment of the debt, Badeley v. 
Consolidated Bank (1887) 34 Ch. D., at p. 556, but not the costs 
of an action brought against him on the guarantee by the principal 
creditor, unless the action were defended at the instance, and with 
the authority, of the principal debtor. 


Discharge of Surety 


In what events is a guarantor discharged? 

First, if the contract between the principal debtor and creditor 
is varied in any respect without the consent of the guarantor, except 
in the case of a parol variation of a contract required by law to be 
in writing, Dowling v. Rae, 39 C.L.R. 363. The surety must be 
consulted and will be discharged if, by agreement between the 
principals, any alteration had been made in the terms of the 
guarantee, unless the court is of opinion that the alteration is 
unsubstantial and cannot prejudice the surety (Bank of South 
Australia v. Benjamin (1892) 14 A.L.T. 159); as “the surety 
himself must be the sole judge whether or not he will consent to 
remain liable notwithstanding the alterations,’ he will be dis- 
charged, if the alterations may be regarded as substantial or 
possibly prejudicial to him and he has not consented to the 
alteration, Holme v. Brunskill (1877) 3 Q.B.D. 495, at p. 505. 

Secondly, if the creditor enters into a binding, enforceable 
contract, express or implied, written or oral, with the principal 
debtor to give him time to pay, without the assent of the surety. 
A mere forbearance by the creditor to sue or otherwise to enforce 
his rights against the debtor, or mere inactivity on the creditor’s 
part, does not operate to discharge the surety, but the acceptance 
of a promissory note in respect of a monthly account in arrear 
would discharge the persons who had guaranteed its payment. 

This principle is important in the case of a guarantee of a 
hire-purchase agreement. Unless each monthly instalment is 
specifically guaranteed, the acceptance of a cheque in respect of a 
portion of any instalments in arrears and a promise to pay the 
balance later would discharge the surety, as the contract would be 
construed as one entire contract and not a series of monthly, or 
periodical, contracts. : 
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A contract of suretyship may contain “special clauses which 
deliberately exclude certain rights, which the surety would other- 
wise have had” and in such cases there would be no obligation upon 
a creditor to reserve any rights against the surety, if he had already 
contracted that any rights against him under the guarantee should 
not be affected by any arrangement subsequently made between 
the debtor and creditor, as in Perry v. National Provincial Bank of 
England (1910) 1 Ch. 464. 

Thirdly, if the creditor omits to do something, which for the 
protection of the surety he is bound to do, for example, the 
omission to register a deed rendering the security inoperative. 

Fourthly, if the creditor by any act or neglect on his part is 
prevented from handing over any security to which the guarantor 
is entitled in the same plight and condition as he received it, he 
will be discharged, either wholly or pro tanto, the value of the 
security affected being assessed as at the date of the discharge, 
Bank of Victoria v. Smith (1894) 20 V.L.R. 450. This rule does 
not apply to a floating charge which has never crystallised and by 
which no property of the debtor is vested in or handed over to the 
creditor, O’Day v. Commercial Bank of Australia Ltd. 

Fifthly, unless the creditor expressly reserves his rights against 
the surety, the latter will be discharged, if the creditor expressly 
or impliedly releases the debtor from all liability. An absolute 
discharge (or release) of the principal debtor discharges a surety, 
but a covenant not to sue the debtor is a partial discharge only. 
The basis of this principle is the fact that the debt is extinguished 
and, there being no debt, no recourse can be had against the 
guarantor, as he could not sue the debtor. A debtor may agree to 
such a qualification of his release or discharge “as will leave him 
liable to any rights” at the will of the surety or sureties. 

Sixthly, if the creditor discharges a co-surety, or by his act of 
default destroys or prejudices the right of contribution between 
co-sureties. 

Seventhly, if the guarantee is revoked in the case of guarantees 
given, where the consideration for them is not one “entire and 
indivisible” consideration. A continuing guarantee, unless made 
irrevocable in express terms, may be revoked by a notice of 
revocation given at any time, but affects only future transactions ; 
the liability in respect of previous transactions would still remain. 


Effect of Death of Surety 

Does liability under a guarantee cease on the death of the 
guarantor? Does his death operate as a revocation? The answers 
to these questions depend upon the proper construction of the 
contract of guarantee itself: Jngpen on Executors and Administra- 
tors (2nd Ed.), p. 417; Williams on Executors (11th Ed.), pp. 
1393-4; and Smith & Watts’ Mercantile Law (12th Ed.), 
pp. 656-7. 

Unless there is an express stipulation in the contract, the 
guarantee does not cease to operate on the death of the surety 
if, for example, he has agreed to be answerable for the due per- 
formance by the lessee of the covenants in a lease or the faithful 
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discharge of the duties of a servant. A guarantee may either 
expressly or from its nature be irrevocable by the surety. 

On the other hand, in the case of a running account at a bank 
or with a merchant, or storekeeper, for goods sold and delivered, 
the death of the surety may of itself operate to determine further 
liability under the guarantee, unless the terms of the guarantee 
properly construed pind the executors (or administrators) in 
respect of advances made or goods or services supplied after the 
death but before notice thereof. As a general rule, notice of his 
death would have the effect of determining liability, except in 
respect of prior default by the principal debtor and it makes no 
difference in what manner the fact of the death has come to the 
knowledge of the creditor, who. ought to assume in such a case 
that the executor (or administrator), whose duty it is to 
administer the estate according to law and distribute it amongst 
the beneficiaries, would not be undertaking continued liability 
under the guarantee simply because he has not expressly dis- 
claimed any such further liability. 

In Carlton & United Breweries v. Wilson (1933) V.L.R. 113, 
39 Argus L.R. 55, a continuing guarantee contained a clause to 
this effect : “This guarantee shall not be determined by my death,” 
which clause was construed to mean that the contract was binding 
not only upon the person who had given it, but also his executors 
(or administrators) and that as his executors after his death had 
taken no steps to give a notice in writing terminating the guarantee, 
as they were entitled to do, they were liable in respect of the 
goods supplied since the guarantor’s death but before notice 
thereof to the creditor. 





Procedure in a Liquidation 
By F. Howe TAvpot, F.I.c.A. 


(A lecture delivered to the Commonwealth Institute Students’ 
Society, N.S.W. Division) 

The title of the lecture, “Procedure in a Liquidation,” is rather 
a broad description of the subject of my talk to-night. I propose 
to confine myself mainly to the course to be followed by a 
liquidator in a Creditors’ Voluntary Winding-up which is the 
type of winding-up with which you are most likely to be con- 
cerned. As you know there are three ways of winding up a 
company : 

(1) Compulsory by the Court. 

(2) Voluntary under supervision of the Court. 

(3) Voluntary as either Members’ or Creditors’ Voluntary 

Winding-up. 

The duties and powers of a liquidator are very well defined in 
the Companies Act 1936, and he has very wide powers, except 
that sometimes reference has to be made to the Court or, where 
one exists, a Committee of Inspection, before some of them 
may be exercised. 
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MEMBERS’ VOLUNTARY WINDING-UP 


I think if, first of all, we dispose of a Members’ Voluntary 
Winding-up, to the point where the Company is in liquidation, 
which is a comparatively simple procedure, we shall be able to 
spend more time on a Creditors’ Voluntary Winding-up which, 
in most cases, is more involved. 

A Members’ Voluntary Winding-up usually takes place when 
the members decide that the time has come to discontinue the 
Company’s particular undertaking, and it presupposes that the 
Company is able to pay its Creditors twenty shillings in the 
pound. However, before sending out notices convening the 
Extraordinary General Meeting for the purpose of passing a 
Special Resolution that the Company be wound voluntarily, the 
Directors, or where the Company has more than two Directors, 
the majority of the Directors, may meet, and make a Statutory 
Declaration to the effect that they have made a full inquiry into 
the affairs of the Company, and that having so done they have 
formed the opinion that the Company will be able to pay its debts 
in full within a period not exceeding twelve months from the com- 
mencement of the winding-up. This declaration is termed a 
Declaration of Solvency, and it must be filed with the Registrar- 
General before the date the notices are sent out for the Extra 
ordinary General Meeting. 

If it is the intention of the company that its liquidation should 
be conducted as a members’ voluntary winding-up, it is important 
that the declaration of solvency should be made and filed with 
the Registrar-General, as non-compliance with the Act in this 
respect will result in the liquidation being a creditors’ voluntary 
winding-up. 

From this point on the procedure, except for the requirements 
of the Act in regard to creditors, is the same as in a creditors’ 
voluntary winding-up, so I think I will proceed with my talk on 
that aspect of a liquidation. 


CREDITORS’ VOLUNTARY WINDING-UP 

Before going further, I do not know whether you have 
perused a copy of the Companies Rules 1938. These may be pur- 
chased from the Government Printer, and they are of great 
assistance when carrying out matters referred to in the Act. 
They not only give forms showing you how items should be filed, 
but they also contain instructions, amplifying the sometimes vague 
reference to the subject in the Act. 

As an instance of this, Section 316 of the Act requires the 
liquidator to file accounts with the Registrar-General at such 
intervals as are prescribed, but the Section does not state what 
these intervals are. However, if you make reference to the Rules, 
you will find that the Registrar-General has fixed six months as 
the ordinary period for the accounts to be lodged, and they should 
be lodged within one month of the end of each six-monthly period. 
However, later on, I shall deal more fully with the Rules. 

A creditors’ voluntary winding-up is usually brought about by 
the inability of the company to pay its debts, and the liquidation is 
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very often precipitated by some irate creditor taking action to 
recover his debt in full, which action usually inspires both the com- 
pany and the other creditors to counter it by immediately taking 
steps to put the company into liquidation. 

The Act provides that so far as creditors are concerned the 
date of the commencement of the liquidation is that on which the 
creditors have had notice of a meeting having been called for the 
purpose of proposing a resolution for the company to be wound 
up voluntarily. This means, that unless a creditor can complete 
an execution or attachment before the company gives him notice 
that a meeting has been called at which it is proposed to put the 
company into liquidation, he must stay proceedings. You will 
see from this that all that has to be done to prevent any one 
creditor getting preference by reason of some action that might 
have been taken, is to give him notice in accordance with Section 
301. When notices are forwarded convening the meeting of the 
company’s members, notices should also be forwarded to all the 
creditors of the company convening a meeting of these for the 
same day, or the day following the meeting to be held by the 
company. (Section 273.) In addition to forwarding notices by 
post to the creditors, notices of the meetings should be published 
once in the Gazette, and once at least in a newspaper circulating 
in the district where the registered office or the principal place 
of the business of the company is situated. A list of the creditors 
present or represented at the meeting should be secured for record 
purposes, and it is usual for a person to be stationed at the door 
of the meeting-room in order to check the attendance. 


Proceedings at Meeting of Creditors 


At the meeting of the creditors the directors are required to 
table a full statement of the position of the company’s affairs 
together with a list of the creditors and the estimated value of 
their claims, and they are also obliged to appoint one of their 
number to preside at the meeting. The Act makes it the duty of 
the director so appointed to attend the meeting and preside thereat. 

At the meeting of the company we can assume that an extra- 
ordinary resolution has been passed to the effect that the company 
cannot, by reason of its liabilities, continue its business, and that it 
is advisable to wind up. However, there is a possibility that 
matters may arise at the meeting which will occasion it to be 
adjourned to a date two or three days later. 

Should this occur it might appear that the meeting of creditors 
would have to be called again for the same day or the day following 
the adjourned meeting, but the Act provides that the creditors 
may hold their meeting on the day for which it was convened, 
and that any resolution passed at the meeting shall have effect 
as if it had been passed immediately after the passing of the 
resolution for winding-up the company. 

The nomination of a liquidator at the meeting of the company is 
usually by ordinary resolution, and it is not necessary to include 
the nomination in the extraordinary resolution to wind up. 
However, when advertising the extraordinary resolution, the 
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ordinary resolution nominating the liquidator, providing the 
creditors have confirmed his appointment, should be included. 
The appointment of the liquidator in a creditors’ voluntary winding- 
up finally rests with the creditors, and although the company has 
power to nominate a liquidator, he cannot act as such, unless the 
creditors confirm his appointment. It might happen that the 
creditors have a different person in view in connection with the 
carrying out of the duties of liquidator, in which case the company’s 
nominee must take second place or, if the creditors allow it, be 
joined with the nominee of the latter as joint liquidator. 

At the meeting of creditors held pursuant to the Act there is a 
possibility that small creditors, who are usually numerous, might 
out-vote a minority of creditors, although the latter hold by far 
the majority in value of debts due by the company. Rule 137 
states that at a meeting of creditors a resolution shall be deemed 
to be passed when the majority in number and value of the 
creditors present personally, or by proxy, and voting on the 
resolution, have voted in its favour. The Rule states, further, 
that when the votes of a majority in number of such creditors 
are opposed to the votes of a majority in value of such creditors 
the master shall have a casting vote which he shall exercise if 
requested to do so by any party interested. 


Powers and Duties of Liquidator 


Having reached the point where the meetings have been held, 
let us assume that the company and its creditors have agreed on 
a liquidator. The liquidator now comes into his own, and to a 
very large extent assumes full responsibility for the winding-up of 
the company. Immediately the liquidator has been appointed, he 
should file notice of his appointment with the Registrar-General. 
The time allowed is twenty-one days. I might mention that, 
in connection with documents to be filed, these should be on paper 
of foolscap or multiples of foolscap size. The wording of the 
notice of appointment is very simple, containing only the name and 
address of the liquidator, the dates of the respective meetings of 
the company and its creditors, and the name of the company in 
liquidation; it need only be typed and signed by the liquidator 
before being lodged with the Registrar-General. A copy of the 
extraordinary resolution which has been passed by the company 
should be sent to the printer to be printed, as it is necessary for 
this to be lodged with the Registrar-General within fifteen days 
from the date the extraordinary resolution was passed. When 
getting the resolution printed the name of the chairman of the 
meeting should be left blank on half a dozen copies, as the copy 
to be filed with the Registrar-General has to be signed personally 
by the chairman. It is a good idea to get all the blank copies 
signed at the one time, as they are useful for lodging with Banks 
and others who may require a personally signed copy of the 
resolution. The extraordinary resolution must, within fourteen 
days, be advertised in the Gazette (Section 261). 

Section 276 provides that the committee of inspection, or if 
there is not a committee, the creditors, may fix the remuneration 
to be paid to the liquidator. 

In a creditors’ voluntary winding-up the liquidator can do all 
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the things described in Section 231 of the Act, except that he must 
make reference to the committee should he desire to pay any 
classes of creditors in full, make any compromise or arrangements 
with the creditors, or persons claiming to be creditors, or to com- 
promise calls and liabilities to calls and debts, and _ liabilities 
capable of resulting in debts. He must also refer any matters 
relating to or affecting the assets or the winding-up of the com- 
pany. Regarding arrangements with the creditors or debtors, the 
liquidator, in a creditors’ voluntary winding-up, need not make 
reference to the committee of inspection where the amount involved 
does not exceed £100. 


The Liquidator’s Procedure 


At this stage the liquidator having been appointed, and also the 
committee of inspection (the latter usually consisting of two or 
three of the largest creditors and possibly one other to represent 
smaller creditors), a hurried meeting of the committee of inspec- 
tion is held pending a more formal meeting a day or two later, 
when the liquidator has familiarised himself with the position of 
the company. The liquidator must now move fairly quickly, and 
do certain things to take over the assets of the company. He 
usually attends the company’s place of business, where the first 
thing that will strike him is the anxious looks on the faces of the 
staff, who will be wondering whether he proposes to carry on the 
business or wind it up straight away. He may decide to give the 
staff a week’s notice, which enables him to spend a little time 
finding out how many of the employees are necessary. Should 
he decide to do this, at the end of the time for which notice has 
been given, it is usually found that the secretary or some other 
executive could be very profitably employed for a few weeks in 
sorting out the contentious matters which always exist at any 
point in a Company’s existence. All keys should be held by the 
liquidator or one of his representatives, and a general survey 
made of the visible assets, as it is astounding the number of items 
which appear to belong to the staff of a company which has just 
been placed in liquidation. 

The stock in hand should be insured against both fire and 
burglary, and so that there will not be any doubt about the cover, 
in case premiums are in arrears in respect of existing policies, 
or for some other reason, fresh policies should be taken out. The 
Income Tax, Sales Tax, and Land Tax Departments should be 
advised of the liquidation, and a departmental ‘inspection of 
wages tax and sales tax records requested, so that a clearance 
may be obtained or the company’s indebtedness settled in respect 
of these items. 

The company’s bankers should also be informed of the liquida- 
tion, and the liquidator usually attends the bank armed with minute 
books, and other evidence of his appointment. The old account 
should be closed by transferring the balance, if any, to a new 
account, the operation on the latter being on the liquidator’s 
signature; this will have the effect of stopping payment of any 
cheques which might have been issued by the company immediately 
prior to liquidation, and not presented to the bank for payment. 
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Proofs of Debt 


Section 296 states that in the winding-up of an insolvent com- 
pany bankruptcy rules shall apply, and they should be followed 
in regard to the proving of debts by creditors. Each creditor 
should be advised of the result of the meetings at which the 
company was placed in liquidation, and requested to forward a 
proof of his claim. In addition to circularising creditors, adver- 
tisements should be inserted in the Gazette and local newspapers 
requiring all persons having claims against the company to lodge 
them with the liquidator. The time allowed within which claims 
may be lodged is usually six weeks. 

The preparation of a list of the company’s creditors is a task 
which requires a good deal of care. The majority of the claims 
lodged usually agree with the records, but a number of them 
will differ, and the discrepancy may necessitate lengthy recon- 
ciliations which, when effected, disclose items which are in 
dispute. Where the difference is not large, and its composition 
is not obvious, an effort, which is usually successful, should be 
made to compromise with the creditor. 


Preferential Debts 


Preferential debts are described in Section 297 of the Act, 
although not at very great length. Crown debts are not specified 
generally as being preferential, but it should be noted that accounts 
due to the Postal and like departments come within this category, 
although it would seem that some semi-government bodies rank 
only as unsecured creditors. At item in priorities under the 
Companies Act which might tend to appear confusing is that of 
rent. Under the Bankruptcy Act as it applies to this State, rent, 
by reason of the State enactment precluding distress for rent, 
loses for the time being its priority in bankruptcy. However, 
although the wording of the Companies Act follows closely on that 
of the Bankruptcy Act, it omits the words “liable to distress for 
rent,” and it would seem that the only reason why a landlord 
of a company might not be preferential for rent owing in respect 
of any portion, or the whole, of a period of three months, prior 
to the liquidation, would be if the value of goods on the company’s 
premises were less than the company’s indebtedness for the period. 

Unsecured creditors should be listed separately and, where they 
are numerous, in a form tending to simplify distribution. Before 
making any distribution to unsecured creditors, the liquidator 
should satisfy himself that, after making provision for the costs 
and charges of the winding-up, all preferential claims are dealt 
with. At the time the liquidator seeks a clearance from the Income 
Tax Department, the liquidation will probably be at a stage 
where moneys proposed to be distributed to unsecured creditors 
are still in hand, and the Department will require an undertaking 
that the funds will be held in a non-income producing manner, 
as in current account, pending final distribution. : 


Summary of Steps to be taken by Liquidator 


(1) Within 21 days file with the Registrar-General notice of 
his appointment as liquidator and situation of office (Sec- 
tion 294). 
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(2) Get a copy of extraordinary resolution printed. 

(3) Within 15 days file with the Registrar-General a printed 
copy of the extraordinary resolution signed by the chair- 
man of the meeting at which it was passed (Section 98). 

(4) Within 14 days advertise the extraordinary resolution in 
the Gazette and usually, in the same advertisement, if the 
name of the liquidator is not mentioned in the resolution, 
the appointment of the liquidator (Section 261). 

(5) Advertise in the Gazette and local newspapers for persons 
claiming to be creditors of the company. 

(6) Inform the Taxation Department that the company is in 


liquidation. , ; 
q Carrying on the Business 


It might be that the liquidator decides to carry on the business ; 
the Act gives him power to do this, provided it is for the beneficial 
winding-up of the company, and here again the Rules to which I 
have referred previously play a very important part, and should 
be looked to for guidance by the liquidator, should he propose to 
continue trading. 

Clause 166 of the Rules states that no member of the committee 
of inspection shall, except under, and with the sanction of, the 
Master, directly or indirectly derive any profit for any goods 
supplied by him to the liquidator for or on account of the company. 

The liquidator may find that to carry on the business it is 
necessary for him to trade with members of the committee, because 
if they were the largest suppliers to the company before it went 
into liquidation, it is safe to assume that they would be potentially 
the largest suppliers afterwards and, in any case, they would not 
relish the idea of losing the business on a one hundred per cent. 
account because of Rule 166. 

The liquidator has power to appoint a solicitor to assist him to 
perform his duties, and most liquidators take advantage of this 
power. In a winding-up there are numerous questions which it is 
wise to submit to a solicitor and, in the particular instance where 
it is proposed to carry on the business, he should be requested 
to make immediate application to the Master in Equity for per- 
mission to trade with the members of the committee of inspection. 
This permission will not be unreasonably withheld, but the Master 
will need to be satisfied that the carrying on of the business is 
likely to be beneficial to the winding-up. 

If it is known beforehand that there is a possibility of the business 
being carried on, it helps considerably in the application to the 
Master in Equity if a resolution of the creditors to this effect 
can be produced. The Rules also provide that the cost of any 
such application to the Master for permision to trade with the 
committee of inspection must be borne by the latter, and not be a 
charge in the liquidation fund. The members of the committee 
usually object to this, but the Rules are specific on the point, 
and they have no alternative but to pay for the cost of the 
application in proportions to be decided by themselves. 

The Act states that in addition to the members appointed to a 
committee of inspection by the creditors, the company may also 
appoint a committee, consisting of not more than five members, 
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to act in conjunction with the creditors’ committee. (Section 
275.) However, as a creditors’ voluntary winding-up usually 
means that there will be a deficiency, the company is not likely 
to exercise this power. The committee is subject to the Act, 
Section 239, where it is provided that it shall meet at such times 
as the members from time to time appoint, or failing such 
appointment, at least once a month. The liquidator or any 
member of the committee may, of course, convene a meeting at any 
time he thinks it necessary. These days the liquidator has fairly 
frequent meetings of the committee, at which he reports the pro- 
gress of the liquidation, and generally conducts them as though 
they were meetings of directors. Formal minutes of the matters 
dealt with are recorded, and it is a wise liquidator who, when 
carrying on the business, has his actions endorsed or his future 
policy approved at the meetings. 

A system of accounting should be instituted which enables the 
liquidator to be in constant touch with the trading. In any case the 
Master will probably require the liquidator to prepare monthly 
accounts for the purpose of having these available at the liquidator’s 
office for inspection by any creditor, and he will also require them 
to be submitted to him when applications are made from time 
to time, in connection with trading with the committee of inspection. 


Accounts to be Filed 


The liquidator, in carrying on the business, is obliged to lodge 
with the Registrar-General, as separate statements, half-yearly 
cash abstracts of his trading, in addition to the ordinary returns, 
and the preparation of these, whilst comparatively a simple matter, 
is usually a lengthy one. On the face of it, the Registrar-General 
requires every receipt and every disbursement to be shown 
separately in the abstract, but he will take daily totals in regard 
to receipts from debtors, as long as other items are shown in 
detail. For instance, on one day you might receive fifty amounts 
from debtors, and four amounts from other sources. The idea 
usually is to take the first debtor, say Mr. Brown, and show in 
the abstract “Brown & Others,” as so much, and then proceed 
to show the other items separately. Regarding payments, these 
must, of course, be shown in full detail in accordance with the 
form shown in the Rules. Should the liquidator continue for 
more than one year, Section 279 requires him to summon a 
general meeting of the company and a meeting of the creditors at 
the end of the first year from the commencement of the winding-up, 
and at each succeeding year, or as soon thereafter as is con- 
venient. He must lay before the meetings an account of his 
actions and dealings, and of the conduct of the winding-up during 
the preceding year. 


Final Accounts and Meetings 


When the affairs of the company are fully wound up the 
liquidator has to make up an account of the winding-up, showing 
how it has been conducted, and the property of the company 
disposed of, and must them call a general meeting of the com- 
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pany and a meeting of creditors for the purpose of submitting 
to them his report and account. The Act requires the meetings 
to be called by advertisement in the Gazette and at least one news- 
paper circulating in the district where the registered office of the 
company is situated, and it is the duty of the liquidator to attend 
these meetings; very often little interest is displayed by members 
or creditors, by reason of the fact that the affairs of the company 
are, by that time, rather past history. 

Within one week of the holding of these meetings the liquidator 
must file with the Registrar-General a copy of the account and 
report of the holding of the meeting, and Section 280 also provides 
that if a quorum is not present at either meeting, the liquidator 
need only report accordingly, and he will have been deemed to 
have complied with the provision in the Act. 

Three months after the liquidator has filed with the Registrar- 
General his accounts and report in connection with the final meet- 
ings, the company is deemed to have been dissolved, although the 
Court may, on the application of the liquidator or some other 
person who appears to be interested, defer the date of dissolution 
until such time as the Court thinks fit. 

The only other matter at this stage is the disposal of the books 
and papers of the company and liquidator. Section 315 provides 
that this shall be in such a way as the committee of inspection, 
or, if there is no such committee, as the creditors of the company 
direct. 





Aspects of Management 
By R. J. BARRETT, A.I.C.A. 





TRAINING FOR MANAGEMENT 

Management is a profession just an Engineering, Accountancy, 
or Law, yet can we safely say that this position of Management 
is always filled to the best advantage? Training for Management 
is just as exacting as training for any other profession and is 
always an absorbing study if one is prepared to give of his best 
in an endeavour to keep at least abreast of times. It is not only 
necessary to be successful, it is necessary to keep being successful. 

First and foremost, Management must have a knowledge of the 
functions of all departments under its control. Not necessarily 
an intimate detail knowledge, but at least sufficient to “Captain” 
and “lead” the organization. The knowledge must be sufficient 
to weigh the facts and figures placed before it by the Senior 
Executives, for on Management is the responsibility to carry out 
the policy of the undertaking and to give the decisions which are 
to be put into practice by those under it. Management must 
also be able to keep its fingers on the pulse of the undertaking, 
seeing that the programme is kept up to schedule, and the reason 
for any variations. Carefully planned Statistics of Production, 
Sales, Stocks, Cash Requirements, and Performance, against 
which is shown anticipated or Budget estimates, are a necessity, 
and the field of Charts, Graphs, and the like, can be made a very 
valuable adjunct of Management. 
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Then follows the matter of selection of Senior Executives picked 
for their ability in their particular sphere as well as for their 
ability as a team. Management plays an important part in seeing 
that the team is always on its toes ; that co-operation is in operation 
throughout the business, and the “team” is always in position to 
play its part. No Management worth its salt has a team of “yes” 
Executives. Selection of Senior Executives is a matter which 
usually devolves on Management in conjunction with the Board 
of Directors, who naturally look to Management for guidance. 

The Board of Directors look to Management to obtain and 
prepare facts and figures in such matters as Extension of Plant 
or Buildings, or for any other Capital Expenditure involving a 
large outlay of money. 

Location and Lay-out of the concern, if a new undertaking, is 
perhaps the most important factor in its success or otherwise. 
Faulty lay-out not only means extra costs in production as well as 
in overhead in one period, but in each period until the defects 
are remedied. Reorganizing a factory, or “Rationalization” as 
it is termed, is an expensive process which has severe effects on 
the final results of the undertaking. 

In an established concern continuous attention to improvement 
in the production and in the processes of manufacture must be 
aimed at. No undertaking can afford to sit back and say they have 
reached perfection in the production or conditions of manufacture. 

Long range planning, which has as its basis Budgetary Control, 
and which involves a Committee of the Senior Executives of 
which Management is usually Chairman, is a vital matter of which 
Management must be fully conversant, Management must be able 
to consider the Sales Manager’s contribution to the Budget in 
the light of facts placed before it; the amount of Market Analysis 
undertaken, and the expectation of performance, from the many 
avenues available to it. It may be that “Expected Sales” will 
prove to be more than the factory capacity to produce. Then 
arises the question of whether Capital Expenditure would prove 
profitable, or whether outside supplies at certain periods should 
augment the productive capacity of the plant. 

The Cost Accounting section, while possibly under the direct 
control of the Works Manager, is responsible, among other matters, 
for figures relative to performance, as compared with Budget 
Estimates and Standards. Variations in Purchasing and Produc- 
tion as compared with Standards would be dealt with by the 
Works Manager and Departmental Heads, but Management in the 
final issue must be responsible for results. 

The Budget is usually made up for periods up to twelve months 
and sometimes longer. On whether the product is seasonal or 
regular, dependent on fashions or not, depends the planning for 
Stock to be carried in the form of the finished product. Availability 
of raw materials is a factor in deciding on what quantity of raw 
material stock is needed to ensure continuity of production. 

The Chief Accountant is usually responsible for the final 
preparation of the completed Budget. Financial requirements 
must be subjected to close scrutiny. The proportion of liquid 
Assets, and the supply of cash decides whether temporary accom- 
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modation may be required at periods throughout the year, or 
whether an extension or increase in Capital employed is required. 

Budget predictions as compared with actual results must be 
investigated as to differences, and if actual results show other 
than very small differences, Budgets must be adjusted, but only 
after careful investigation. 

The consideration of increased production through congenial 
working conditions is one which should always be kept in the 
forefront by Management. Where changes in employees can be 
reduced to a minimum the effect is always seen in production. 
Long term investment in Staff Welfare carefully planned will 
produce results reflecting the far-sighted programme of Manage- 
ment in fewer changes in personnel, and happy and contented 
employees out to do their bit in the undertaking. Employees’ 
suggestions should always be treated carefully and the employee 
made to feel that although his ideas had to be rejected his efforts 
were appreciated. 

Co-operation from all, when achieved by the efforts of Manage- 
ment, means that Budget estimates will be more often exceeded 
than not. Combined with careful planning throughout the 
organization, co-operation will reduce the delays due to the human 
factor to a minimum. 

The consideration of Standardization of operations, Time and 
Motion Studies, and Extension of Markets are a few of the other 
subjects which Management can consider with profit to the 
undertaking and pleasure in achievement for itself. 


With the development of Australian Secondary Industries there 
is plenty of scope for Management to work successfully along 
sound lines, and in planning ahead, of avoiding the pitfalls of 
depressions and reduced turnover, or at any rate, of lessening their 
severity. 


MarRKET ANALYSIS 


Market Analysis, if properly planned and carried out, can be 
a valuable aid to management. Careful Market Analysis will form 
the basis for the making of the sales budget, a budget which 
affects the undertaking at every point. 

This Analysis is a careful collection and study of all facts and 
figures available from both inside and outside the organisation, 
and further, intelligent use of them when collected and sum- 
marised. 

Various trade publications, monthly reports, and Government 
and private reviews often afford data regarding trends which help 
in forecasting conditions in advance. The intelligent use of results 
of the business over periods is an added aid. 

Conditions prevailing, or likely to prevail, in the country of 
operations will have an effect on the particular organisation to a 
varying degree. Likewise conditions in kindred organisations or 
closely related industries affect the business directly or indirectly. 

In the search for new markets, or the placing of new lines, an 
intelligently carried out Analysis of supply and demand in the 
area to be exploited often brings out facts which materially alter 
the original ideas. 
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The extent to which Market Analysis is to be carried out 
depends on the product to be marketed, the area to be exploited, 
and the possible population to be interested. Whether the product 
is a “necessity,” the extent of the personal appeal of the article, 
the price at which similar articles are marketed, the competition 
to be met, and the range of the product, whether seasonal or 
regular, are some of the factors to be taken care of. 

Too often the “buyer’s ideas” or the “consumer’s ideas” are 
not studied sufficiently. The price of an article usually defines 
the range of appeal, or at any rate limits the number of possible 
purchasers. To get the “consumer’s ideas” is often a lengthy 
process, but well worth the effort involved. Personal canvass of 
a selected number of people in various areas may often produce 
a guide. If the article is distributed through agents, tactfully 
worded enquiries from agent to consumer will give information 
from which much can be gleaned. The agent, through his contact 
with the consumer, can often supply much constructive informa- 
tion. 

With conditions of trade constantly changing, due, in many 
instances, to external factors over which the organisation has no 
control, an effective analysis aiding long-range planning, tends 
to correct the downward trends so far as the organisation is 
concerned. Where it is anticipated that such a trend is approach- 
ing, steps can be taken to combat it with increased efforts in other 
directions. Market Analysis used as a unit in the organisation 
then has the effect of pointing the way to a reduction of inven- 
tories, to a greater effort to maintain position, or to the necessity 
of breaking new ground. Likewise it can also point the way to 
progressive improvements, enabling the organisation to take its 
share in expanding trade. 

We all know of experience in depression where stock has 
proved unsaleable, or saleable only at a large loss. It was a case 
with many organisations of sailing serenely along till they were 
in a period where the sales of their products simply fell off, and 
before it was realised stock had piled up representing capital 
investment which could be realised only at a loss. 

The object, then, of Market Analysis is to use all facts available 
to gauge the possible sales which can be made, incidentally giving 
better control of production and safe margins in stocks. The 
farther ahead it is possible to make this analysis the better the 
organisation is able to meet the bumps which beset all businesses. 
Naturally from time to time the analysis must be revised in the 
light of factors occurring after the making up of the analysis. 

From the Market Analysis the estimated sales for the period 
split up into convenient divisions can be obtained. Performance 
compared with estimate points the way for corrective measures 
to enable budget figures to be attained. Up-to-the-minute informa- 
tion is available which, combined with other sections doing their 
part, enables figures for any period preferred to be made up, and 
the undertaking knows what results should be, and what they 
actually are. 

It must not be thought that Market Analysis can be compiled 
and used as a permanent yardstick. After a firm foundation is 
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laid, it is necessary constantly to keep investigations up to the 
mark, to watch for trends, to look ahead for matters which affect 
not only the particular organisation, but trade in general, and 
competitors in particular. Once the analysis is allowed to lag 
behind it is dangerous to use. 

Market Analysis can be used with advantage in directing sales- 
men’s efforts. A careful study of the prospective buyers in a 
particular area will often reduce the number of valueless calls 
made by salesmen, and increase the sales, by concentrating on 
those prospects who can use the organisation’s products to advan- 
tage. There would then be less of the practice of allotting a 
territory to a salesman, telling him to go ahead, and leaving him 
to his own devices to get results. 

To those who are willing to devote the necessary time and study 
into facts and figures relating to Market Analysis there is a 
wide scope available, not only in increasing existing markets, but 
in exploiting new ones. 

As with all other problems in business, the approach, ground- 
work, and layout, will determine to what extent the Market 
Analysis will help the organisation. With proper approach to 
the problem, the careful attention to, and proper rating of infor- 
mation gained, and intelligent use of results, much of the guess- 
work in planning ahead can be eliminated, and what is of impor- 
tance, the efforts put forth will be reflected in results. 
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